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Preparing Brown Trout in camp 


Photo by Mark Shaw 


For a better way to take care of your nest egg 
talk to the people at Chase Manhattan — 


Even pursuits that justify the most 
complete concentration sometimes get 
short shrift because of preoccupation 
with investment cares. 
This need not happen to you. 
Just ask Chase Manhattan’s Per- 
sonal Trust Division, to take over 


posthaste. The moment you do you'll - 


rid yourself of such ever-present and 
unnccessary details as stock rights and 


record keeping, call dates and coupons. 

What's more, qualified nest egg spe- 
cialists will, at a word from you, act as 
vour Executor and Trustee, advise you 
on your investments, or plan your 
estate with you and your lawyer. 

For detailed information about the 
nest egg service that most interests you 
phone LL 2-2222 or write to: Personal 


Trust Division, The Chase Manhattan 


Bank, | Chase Manhattan Plaza, New 
York 15, New York. 

THE 

CHASE ™ 
MANHATTAN 
BANK 











He'll be 
at the helm 
while the skipper 
takes it easy 









































With an Old Colony investment officer in charge, a businessman can enjoy a 
relaxed, worry-free vacation, secure in the knowledge that his interests are being 
protected by an expert crew. 


Old Colony’s investment specialists chart a canny course through the muddied, 
sometimes dangerous waters of money management. Their years of experience Worthy of 
have made them alert to spot promising investment opportunities. Count on them your Trust 
to take the right tack at the right time. . 

Old Colony’s officers can do wonders 
with a portfolio. Keep them in mind when 
you or your clients require investment or OLD COLONY 
trust services of above average competence. TRUST COMPANY 


ONE FEDERAL STREET, BOSTON 6, MASSACHUSETTS Allied with THE First NATIONAL BANK OF BOSTON 














Getting the right answers to trust and estate problems is easier when you 


work with trust specialists at Security Bank. They are backed by the com- 


plete facilities of Southern California's leading trust department and the 


experience of 90 years’ service to the Southland. Our new headquarters 


—at 6th and Spring Streets—are unusually well equipped. Call on us soon. 
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Cover Picture . . . Strips of oil paper are 
laid on rice beds to protect the crop from 
a sudden frost on this farm in Japan. The 
snow covered mountains in the background 
and the blossoming pear trees at the edge 
of the rice paddy provide a sharp contrast 
in a beautiful setting. This is the sixth in 
a series of cover pictures saluting countries 
in which TRUSTS AND ESTATES has sub- 
scribers. In Japan a community as remote 
as the rice farmers pictured here can avail 
itself of the resources of most of the coun- 
try’s big banks, as nationwide branch bank- 
ing is a common practice. (See story on 
page 811). Among the 15 trust institutions 
in Japan are four that have been T&E sub- 
scribers for 10 or more years. They are: 
Mitsui Trust & Banking Co. Ltd.; Mitsubishi 
Trust & Banking Corp.; Yasuda Trust & 
Banking Co.; Sumitomo Trust & Banking 
Co. Ltd. 


Photo courtesy of Consulate-General 
of Japan at New York. 
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CORRESPONDENCE 


Whose Money? 


It was interesting to note the letter 
from Mr. John J. Carroll in your August 
1961 issue (p. 681) in which he does 
not appear to understand why a policy- 
holder must pay interest on his “own 
money.” when he borrows from his life 
insurance. 

A possible simple comparison may 
perhaps help Mr. Carroll understand 
what happens. In the bank in St. Louis 
where I keep my checking account, my 
own money, if I keep over $1,000 of my 
money in the bank, they will render 
service of twenty transactions “free” 
per month. However, if I draw out my 
own money the bank will charge me a 
service fee for banking transactions as 
long as I want to use the bank. 

Likewise my own money in the cash 
value of my life insurance is rendering 
me a service. (It, in the long run, pro- 
vides me with much cheaper insurance 
than without it.) If I take. away from 
the insurance company — my own 
money | must pay a service charge (in- 
terest) as long as I wish the insurance 
service. 


Harry M. Zekind 
Northwestern Mutual 


Life Ins. Co., St. Louis 


Statutory Powers for Fiduciaries 

Since the publication of the July is- 
sue of Trusts AND EstaTEs I have re- 
ceived numerous inquiries about Act 
153 from lawyers and trust officers in 
various parts of the United States, in- 
cluding New York, Washington, D. C., 
Maryland, Rhode Island, Virginia, 
North Carolina, Alabama and Califor- 
nia. Each of these gentlemen desired to 
get a copy of the Act. 

I have been rather surprised at the 
number of inquiries about this Act 
which have come directly to me, inas- 
much as the short article which, at your 
invitation, I prepared for your July 
issue did not disclose the fact that I 
was the author of the Act. Some good 
friends among the trust officers and 
other attorneys of this State have told 
me of inquiries which they have re- 
ceived. 

Of course I am gratified that this 
very simple, and more or less obvious, 
gadget to serve the convenience of estate 
planning counsel has met with such a 
favorable reception; and | trust that it 
will in fact prove to be of service to 
my profession, and its clientele. 

Adrian Williamson 


Monticello, Ark. 
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| in order to obtain the tax advantages Chicago) have had such plans in effect for . 
available to employees with respect to years, with fine results to shareholders . 
| pension and other "fringe" benefits has as well as employees. A review of these in + 
taken a new turn as a result of the strict the book 'Profit Sharing and Stock Owner- } y 
Regulations issued by the Internal Rev- Ship for Employees' (Harper Bros. — 1926) 
enue Service last December. Under these also shows the flexibility possible to fit 
so-called Kintner rules, deriving their various types of business. : 
name from the case which involved an asso- x : : | 
| ciation of doctors, it was virtually im- hi 
: , satel THE PROPOSED REVISION OF THE UNIFORM 0: 
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THE EMPLOYEE PROFIT=-SHARING PLAN an- the date of establishment of the trust, li 
nounced by American Motors Corporation is the court lends support to the position 2 
sure to bring this issue to the front in of the Uniform Law Commissioners in seek- Ar 
| labor negotiations in many fields beside ing to make the new Act retroactive in ti 
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7 ; 7 insurance uses to avoid "needless waste of 
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further outlet via individual stock pur- “ ad ee i 
chase) to be given a fair trial. Fluctu- es 2 ” be 
ations in profits or losses might be com- AMERICA IS A BUSINESS DEMOCRACY. .Not the} 4, 
pensated by reserve accounts or three-year ‘financial-industrial oligarchy' that Mos-| ,y, 
averaging and the principle is far more cow oriented propaganda would like the : 
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ESTATE 


widows’ investment, 42% in number of 
stockholders are women, and hundreds of 
thousands more derive needed income as 
peneficiaries of trust funds, insurance 
policies, pension funds, investment com- 
pany Shares and savings accounts. Over 
$800 million was paid last year to these 
two million owners, most of whom would 
hardly call themselves capitalists. 


THE ANNUAL INSURANCE REVIEW Feature of 
the London "Economist" (July 23) reports 
interesting, if not startling, data on in- 
vestment portfolio changes. In the seven 
years Since 1953 — when total assets were 
£234 million — to the end of 1960 and 
£530 million footings — investment in 
ordinary (equity) shares have almost dou- 
bled, while 'gilt-edged' and debentures 
have captured far less new money. In 1960 
ordinaries accounted for over £34 million 
additional holdings, far more than gilt- 
edged and debentures together and double 
the increase in '53; also far ahead of 
mortgages at £21 million. Holdings of 
‘property’ increased only £11 million in 
the year, less than the average of the 
seven years.....-Ordinary share holdings 
at £1,267 million (end of '60) were the 
largest of any asset class, accounting for 
20.6%. Quite a contrast to practice of 
American life companies.....Another con- 
trast to the fulsome data on British in- 
surance assets is the lack of information 
respecting British trustee departments or 
companies. 

* * ae 

500-YEAR ACCUMULATIVE TRUSTS may be not 
only legal but tax-exempt, according to a 
ruling of the U.S. Court of Appeals, in 
the case of two of seven trusts set up by a 
New York lawyer and valued at "Several mil- 
lion dollars." Following an example set by 
Benj. Franklin to teach the value of 
thrift and compound interest, Jonathan 
Holdeen set up two trusts under which the 
Commonwealth of Pennsylvania would receive 
the principal in the year 2444, with Amer- 
ican Unitarian Association as interim 
beneficiary. On technical grounds the five 
other trusts, to be held for 1,000 years, 
were held invalid. Franklin's trust of 
$5,000, plus income, is expected to reach 
$4 million at its termination in 1991. 

The seven Holdeen trusts, it has been cal- 
culated, would have grown in 1,000 years 
to an astronomical ten million billion 
dollars. The donor's idea was that accumu- 
lative trusts could provide a tax-free 
economy, eventually. 
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ANNOUNCEMENT 


The EDITORS of TRUSTS and ESTATES are 
pleased to announce a major milestone in 


the history and development of this maga- 
zine. 


Effective September first, the business 
of Fiduciary Publishers, Inc., publishers 
of "Trusts and Estates" and allied services 
for the fiduciary and associated profes- 
Sions, was merged with Matthew Bender & 
Company, Inc. of New York and Albany — a 


long=-honored name in the law publishing 
world. 


Like "Trusts and Estates" and its fore- 
bear "Trust Companies" magazine, the Mat- 
thew Bender Company has continued as a 
family business, since its founding in 
1887, with the fourth generation now on 
its official staff, while "T&E", founded 
in 1904, now has a third generation of the 
family on its editorial staff. 


After long consideration it was felt 
that the increasing demands for varied 
services to meet the great expansion of 
the trust business and itS concomitant re- 
Sponsibilities required a larger organiza- 
tion. This is particularly important to 
enable us more adequately to watch, inter- 
pret and appraise the significance, to our 
readers, of the rapid evolutions in the 
political economy as well as the indus- 
trial and financial areas. It was likewise 
recognized that a broadening of the maga- 
zine's usefulness in the legal area could 
be accomplished through utilization of the 
talent available in the Matthew Bender 
organization. 


The editorial policies will continue un- 
der the direction of Christian C. Luhnow 
as editor-in-chief with P. Philip Lacovara 
remaining as managing editor along with 
the present staff of "Trusts and Estates." 
We feel confident that such policies will 
have larger horizons and opportunity for 
useful activation under the combined 
facilities and managerial capabilities. 


John T. Bender, Jr., aS president of 
Matthew Bender & Company, Inc., joins us in 
a pledge to make our prime goal the ad- 
vancement of the best interests of con- 
Sscientious fiduciaries, their professional 
associates and their common clients and 
beneficiaries. We of "T&E" in turn have 
the very great and personal pleasure of 
introducing our new associates to our sub- 
scribers and friends. 




















EDITORIAL... 





KHRUSHCHEV'S PROGRAM FOR ‘BUILDING COMMUNISM' 


A Red Blue=-Print and Diatribe 


Not since Lenin's documentary of 1919 
has there been a ‘draft program' such as 
that prepared by Soviet Premier Khrushchev 
for presentation at the party's October 
Congress. AS an outline of the planning 
and philosophy of world-wide Communisn, 
its main features should be known by every 
free-country citizen, just as they should 
have been familiar with Hitler's plan so 
openly unfolded in 'Mein Kampf' where, 
Significantly, he warned of the upcoming 
dangers of Marxism. 

The first part of the 60,000 word docu- 
ment harangues against the 'Imperialism' 
of the Free World, using the word or its 
companion 126 times, relieved by even more 
references to our ‘Bourgeoisie’, 'Colo- 
nialism' or ‘Financial Oligarchy or Monop- 
oly' — not to mention our ‘enslaved peas- 
ants'. Apparently this follows Hitler's 
cynical — but too true — observation that 
if you repeat a lie often enough people 
come to believe it. 

A militant classic in political and 
economic double-talk, the 'K-draft'" does, 
however, contain some pertinent comments 
which can be taken at face value. "Our ef- 
fort," says Khrushchev, "is the triumph of 
socialism and communism on a world-wide 
scale" and naively admits that the Social- 
ist countries "have accumulated consider- 
able collective experience in the remodel- 
ling of the lives of hundreds of millions 
of people....."a most valuable asset to 
the international revolutionary move- 
ment." 


TYPES OF REVOLUTION 


Further on the draft says, however, that 
"Communists have never held that the road 
to revolution lies necessarily (our empha- 
sis) through wars between countries..... 
revolutions are quite feasible without 
war." It lists several 'types' of revolu- 
tionary activity and states that Communist 
Success will depend on how well the party 
masters "the use of all forms of struggle, 
peaceful and non-peaceful, parliamentary 
and non=parliamentary, and how well they 
are prepared to replace one form of strug- 
gle by another as quickly and unexpectedly 
as possible." He might have added Lenin's 
conclusion that it was not necessary to 
conquer America. by military arms, as it 





could be forced to spend itself into bank- 
ruptcy. We seem to be cooperating very 
nicely to this end. 

Again Mr. K. says: "Socialism does not 
require war to spread its ideals. Its 
weapon is its sSuperiority....." but he 
also tips his hand in commanding that they 
"must force the imperialists into dis- 
armament." Then comes the euphemism: 
"Peaceful coexistence of the Socialist and 
capitalist countries is an objective 
necessity for the development of human 
society." That is, until they can force 
free nations to disarm and accept their 
bonds. 

The Communist party "considers that the 
chief aim of its foreign-policy activity 
is to provide peaceful conditions for the 
building of a Communist society in the 
U.S.S.R. (not yet accomplished?) and de- 
veloping the world socialist system." If 
any doubts still exist as to the origin 
of revolutionary upheavals in the emergent 
nations of Asia, Africa and South America, 
where "Marxist-Leninist parties have 
arisen and matured," the K-draft should 
settle them. Such cadres "possess great 
organized might and a militantly dynamic 
Spirit. The trade union movement.....is 
playing an increasing role." 


PRIVATE AND STATE RIGHTS 


Just what Communism offers the "working 
classes" is not spelled out except in 
promises of the ten and twenty-year plans 
and the nebulous doctrine that the 'peo- 
ple' or ‘proletariat’ own all instruments 
of production. Not that they can sell or 
transfer their share as our millions of 
stockholders can, or receive dividends. 
Nor have they any choice of bosses ina 
dictatorship. 'Capitalist' countries are 
branded as exploiters offering only 'back- 
breaking labor' while Soviet women still 
pave and then sweep the streets, dig 
ditches and perform other delicate tasks, 
which we do by push=-buttons and machines. 

The repetitive tirade against capitalist 
"aggressors' and ‘'imperialists' is ripe 
red-herring dragged across their poor road 
of substandard civilian living conditions 
and a hypocritical bid for new or uncom- 
mitted nations (they seem most interested 

(Continued on page 809) 


TRUSTS AND ESTATES 





i 


1d 


nt 


1g 


nS 


tS 





oe ‘ 
ra) 
pipet gee 

.e 





What if you leave no will? 


Without a will, the courts must distribute your estate according to law— 
which may not be the way you would wish. And, unless your will is properly 
drawn, taxes might be unnecessarily high. That’s why you should consult 
your attorney when making your will. 

And for the prompt and most efficient administration of your estate, 
consider the services of Pittsburgh National’s Trust Department. Special- 
ists in every branch of estate and trust administration will see that your 
personal wishes are carried out. You are cordially invited to visit our 
Trust Department for complete information. 


PITTSBURGH NATIONAL BANK 


TRUST DEPARTMENT « 414 WOOD STREET 


Member Federal Deposit Insurance Corporation 
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PROFESSIONAL SERVICE CORPORATIONS 


The Answer to the Kintner-Type Organization? 


INCE EARLY 196] AN ATTACK HAS 

been mounted at the state level 
against T.D. 6503 — better known as 
the final “Kintner” Regulations. Legis- 
lation has been proposed and passed 
permitting medical and other profes- 
sional service corporations to be char- 
tered. In other states, legislation has 
been passed to aid medical associations 
in achieving a classifiable status other 
than that of a partnership. 

Florida, Arkansas, Georgia, Minne- 
sota, Ohio, Pennsylvania, South Dakota 
and Tennessee have new laws, and legis- 
lation was pending in Alabama, Cali- 
fornia, Connecticut, Oklahoma, Oregon, 
Rhode Island and Wisconsin. This dis- 
cussion takes its cue from Florida’s new 

“Professional Service Corporation Law,} 
as of September 1, 1961, which provides 
for the “incorporation of an individual 
or group of individuals to render the 
same professional service to the public 
for which such individuals are required 
by law to be licensed or to obtain other 
legal authorization.” 

At the risk of over-simplifying, it may 
be said that the principal objective of 
the corporate successor to the “Kintner” 
Association is to permit members of a 
profession to qualify for tax benefits 
similar to those afforded the corporate 
executive or other business man. 

Before the advent of medical associ- 
ations and the Professional Service Cor- 
poration laws, a doctor or group of doc- 
tors, for example, could not form a 
corporation, per se, for the purpose of 
practicing medicine. Therefore, unless a 
doctor went to work for another M.D. 
or an institution, he had to practice as 
a self-employed individual or as a mem- 
ber of a medical partnership. Neither of 
these two latter classifications could re- 
ceive the preferential treatment of the 
“employee” of any small sized business, 
with respect to equity building and tax 
saving fringe benefit programs. 

Typical of these fringe benefit pro- 
grams are: Stock options, qualified and 

1HR 2161 signed into law on May 24, 1961. 


2IT 3350, 1940-1 Cumulative Bulletin 64, also IRC 
Sec. 136(d). 
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VICTOR |. EBER, C.P.A. 
Leavy and Eber, Miami, Florida 





Mr. Eber is a partner in the Miami, Fla. 

accounting firm of Leavy and Eber. He is a 

former instructor of accounting and taxation 

at the University of Miami. Mr. Eber is 

currently a lecturer and coordinator of the 

University af Miami Business Management 
Institute. 





non-qualified pensions, profit-sharing, 
and deferred compensation. 

In addition, although considered less 
important by some, are the social se- 
curity benefits and other protections af- 
forded employees such as those provided 
by the application of state industrial 
commission regulations and various dis- 
ability, income and overhead insurance 
plans at a preferential cost. “Preferen- 
tial cost” is given the employee plans 
simply because these plans may receive 
the benefit of being totally deductible 
from taxable income. 

The chief problem confronting the 
average successful practitioner is not in 
securing additional material things, but 
in building net worth over the relatively 
short period of high productivity in his 
professional life, to provide Family Se- 
curity. 

Before the Kintner Medical Associa- 
tion or the Professional Service Corpo- 
ration, many doctors sought ways to cut 
down their practice and productive work 
in order to have more time to search for 
the more remunerative capital gain type 
of investments that would result in more 
after-tax dollars. But this approach is 
no longer necessary because under the 
medical association or corporation set- 
up, the doctors can “afford” to concen- 
trate their energies on their professional 
practice without having to worry about 
their practice incomes being reduced 
through confiscatory tax bites. 


History of Kintner-Type 
Association 


Self-employed professionals, especially 
physicians, have been seeking a “par- 
ent” entity which would allow them the 
preferred tax status as employees. Prior 
to passage of these new professional 
service corporation acts, the approach 
taken was via the association route. 


The IRS has pursued a negative policy 
in regard to taxation of associations, 
The Montana medical group of Dr. Kint. 
ner® and Dr. Galt’s Texas group‘ won 
association status only after litigation in 
the courts. The government unsuccess. 
fully contended then and presently offers 
the ambiguous ruling, via T.D. 6503, 
that state law is determinative as to 
whether the “corporate-likeness tests” 
exist. 


IRS Regulations’ define an associa. 
tion as: 


“An organization whose character- 
istics require it to be classified for 
purposes of taxation as a corporation 
rather than as another type of or- 
ganization such as a partnership or 
trust. There are a number of major 
characteristics ordinarily found in a 
pure corporation which, taken to- 
gether, distinguish it from other or- 
ganizations. These are: (a) associ- 
ates, (b) an objective to carry on 
business and divide the gains there- 
from, (c) continuity of life. (d) cen- 
tralization of management, (e) lia- 
bility for corporate debts limited to 
corporate property, and (f) free 
transferability of interests. Whether 
a particular organization is to be 
classified as an association must be 
determined by taking into account 
the presence or absence of each of 
these corporate characteristics. ... 
An organization will be treated as an 
association if the corporate charac- 
teristics are such that the organiza- 
tion more nearly resembles a corpora- 
tion than a partnership or trust.” 


Since most states did not have per- 
missive legislation for the association, 
as an entity, it was evident after issu- 
ance of the Final Regulatiens that asso- 
ciation classification could only become 
clear through individual state legislative 
action. Inspired and assisted mostly by 
the American Medical Association, legis: 
lation appeared in 20 states in eatly 
1961. 


Georgia and Tennessee passed laws 
permitting association status to qualified 


8Kintner v. U. S., 52-2 U.S.T.C. #9563 and af- 
firmed 54-2 U.S.T.C. #9626. 

4Galt v. U. S. A., 59-2 U.S.T.C. #9602. j 

5Sec. 301.7701-2 of T.D. 6503, Final Regulations 
issued by the Internal Revenue Service on November 
15, 1960. 
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PENSION TRUST PLAN WORKSHEET 








(b) Face Value Total Cash Value At Age 65 
Yrs. Monthly (a) Insurance Contribution 
Ser- Compen- Monthly (Ordinary (Insurance (d) (ec) 
Name Occupation Age vice sation Benefits Life) Prem. & Fund) Insurance Fund Total 
Dr. Able ms M.D. 45 10 $2500 $1,302 $117,500 $ 8,570.45 $49,703 $154,748 $204,451 
Dr. Baker : M.D. 34 2 2500 1,302 117,500 4,843.35 49,703 154,748 204,451 
Sarah Cole _ Office Mgr. 30 5 500 362 23,500 894.18 11,022 34,216 45,238 
Laura Dean Nurse 24 3 400 315 18,800 567.76 8,817 27,323 36,140 
Molly Eton . Nurse rf 1 300 246 14,100 401.99 6,613 20,530 27,143 
TOTALS $15,277.73 


(a) (Monthly benefits include Social Security payments.) 


‘ (b) (“Years Service” means service as an employee. For this example, it is presumed that Drs. Able and Baker have had six (6) months service as employees (i.e. 
ley the corporation was chartered six months prior to establishment of pension plan.) 

















ns, (c) (At end of first year, Dr. Able has a net “accumulation” of $6,994.65 computed as follows: 
int: Share of accumulation in Fund ee 
Average annual increase in Cash Value (calculated at 20 yr. average) 2,485.00 

von 

\ i reser cores na. $6,994.65 

CSs- (d) Dr. Able’s total allocable fund contributions on 20 year retirement basis is $90,193. It should be noted, however, that his share of fund at retirement in 20 years 

fers is $154,748. The increase, calculated at low actuarial rate of 34 N.T., of $64,555 is accumulated tax-free. Calculations were prepared by Equitable Life Assur- 

03 ance Society’s Miami actuarial department. 
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a The important factors in the Florida 
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“~ Professional Service Corporation Act as much a part of 

t he are—: the Delaware Valley as 

- 1) It authorizes incorporation of TEMPLE UNIVE RSITY 
professionals including, but not lim- 


cae ited to: C.P.A.’s, M.D.’s, dentists, 








eine architects, veterinarians, attorneys 
«sei and life insurance agents. ; 
ee 2) Shareholders must be duly li- 
. censed and authorized to render the 
same professional services.” Exam- 
per: ple: M.D.’s and Ph.D.’s do not render 
: “same professional services” in a 
Son e professiona 
Pipi combined practice of psychiatry. 
issu: 3) At least three qualified incor- 
ASS0- porators are necessary, thereafter, a 
“ome minimum of three qualified directors 





i are ' 
ative needed. 


4) Stock and voting power may be 


rina iy duly quo, Noose Kipewery 


satly 5) Professional standards in rela- 

oe with clients must be pre- SPREE. £2 CDE 1 SE az, 
laws ——- oe . TRUST COMPANY 
ified more logical course of — _ Fassia bee Broad and Wainut Streets, Philadelphia 9, Pa. 
rd af: "ae 6 B rascensagll yond vb Flor- Member Federal Deposit Insurance Corporation 


Den reeaeional Service Corporation Acts of South 

akota, Minnesota and Arkansas are similar in pur- 

ations Pose and general content to the Florida Act. Full 

ember texts of these acts are reported in Par. 6421-6427, 
Commerce Clearing House. 
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It takes a 


SPECIALIST 


to LOCATE 4 


over a quarter century 
of service to 
ATTORNEYS + ADMINISTRATORS 
TRUSTEES + BANKS + EXECUTORS 
Offices and Correspondents 
in the United States 
and throughout the world 


ALTSHULER 
GENEALOG CAL SERVICE 


11 Beacon St.. Baston 8, Mass. 
Phone CApiiol 7-4112 





We welcome Requests 
for our 
Complimentary Brochure 
which includes 
a useful Kinship Chart 
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Trust Officers and Advisors 
often suggest a Will or 
Bequest in favor of Braille 
Institute of America. This 
non-profit, non-sectarian in- 
stitution provides free educa- 
tional, social and economic 
services to the blind. The 
cooperation of bankers is a 
major source of help for this 
catastrophic handicap. Your 
inquiries are invited. 


Incorporated 
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BRAILLE INSTITUTE 
of America, Inc. 
741 N. Vermont Ave., 
Los Angeles 29, California 


Help the Blind 
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Among the important advantages of 
incorporating are: 


1) Choice of fiscal years (i.e.-cut 
off of business year at date other 
than December 31st). 

2) Continuation of practice by suc- 
essor (also establishes a cash value 
for individual medical practice previ- 
ously valueless at death of doctor). 

3) Withdrawal or retirement of 
associates, addition of new associates 
and future growth without dissolu- 
tion. 

4) Corporate tax ceilings. 

5) Additional flexibility for estate 
planning. 

6) Centralized and more effective 
management and “pooling” of skills. 


However, it should be noted that with 
these advantages there are also pitfalls 
and negative factors. The Professional 
Service Corporation may require great- 
er degree of administration and there is 
possible “double taxation” on accumu- 
lated earnings. There are also some un- 
certainties about the new status of pro- 
fessional service corporations which 
may require tests before they are gener- 


-ally accepted. 


A Hypothetical Medical 
Corporation 


Dr. Able and Dr. Baker are general 
surgeons. Dr. Able is 45 years of age, 
married with two children. Dr. Baker 
is 34 years old, married, also with two 
children. Together they share, as equal 
partners, a combined net income of $55,- 
000. They have three employees, two 
registered nurses aged 24 and 21 and 
an office manager, 30 years old. Since 
both doctors have few non-business de- 
ductions, they elect to use the standard 
deduction in lieu of itemizing expenses 
on their individual tax returns. Dr. 
Able and Dr. Baker have to pay a tax 
of $6,843, which leaves each of them 
with a net “take-home pay” of $20,657. 
If the partnership increased its net in- 
come by $20,000 it would only result in 
$5,393 additional “take-home pay” to 
each physician. They may each have rea- 
son to reflect whether or not they would 
have voluntarily elected to assume the 
extra work load required to earn the 
additional $10,000 which costs .them 
almost 50% for income taxes. 

Now let us assume that the doctors 
decide to incorporate under the new 
Florida Professional Service Corpora- 
tion Act.§ Instead of taking the addi- 
tional $20,000 income as salary supple- 
ments of $10,000 each, it is decided by 
the board of directors to use this $20,- 

SMinimum of three initial subscribers is a techni- 
eality which can be effectively complied with, but 


for the sake of simplicity in this example, it is as- 
sumed that the incorporators are the two doctors. 





000 for funding retirement of all corpo- 
rate employees, via qualified pension 
plan, and to provide for additional capi- 
tal improvements. After incorporation, 
there will be five employees (i.e. — the 
two doctors and their staff of three). 

It is agreed to establish an Employee 
Trust which will fund a retirement pen- 
sion plan by investing in Retirement 
Plan Insurance Policies and making sup: 
plemental payments to auxiliary fund? 

The eligibility requirements of the 
Pension Trust Plan adopted (see work. 
sheet) are a minimum of six months 
employment, and age limits of 21 to 55 
at time of employment. The formula 
used is based on 47% of compensation 
and retirement age is 65. The plan is to 
be funded solely by employer contribu. 
tions. The annual contribution to the 
IRS approved Employee Trust is $15, 
277.73 which is fully deductible for in. 
come tax purposes. 


Let us now examine how Dr. Able! 
is affected: 


BEFORE AFTER 
(As Part- (As Corpo. 
nership ) ration 

None’ Salary* $30,000 
$37,500 Share of Net Income None 


Pro-Rata Increment 











to Trust 
None (Exempt from Tax- 

ation to Trust) - 6,995; 
$37,500 “Total Pay” $36,995 
11,450 Tax 7,918 
$26,050 “NET PAY” $29,077 


yIncludes cash values of insurance policy. Aver- 
age computed on over-all accumulation of cash val- 
ue over 20 years. 


*As partners, each doctor shared in 50% of $75, 
000 net earnings or $37,500 — no salaries. As cor- 
porate employees, each doctor shares in salaries 
after the pension contribution of $15,000 (i.e. $75,- 
000 less $15,000). This $60,000 split equally provides 
$30,000 salary to each. 


Results of Corporate Planning 


(1) “Net Pay” to each doctor has in- 
creased $3,026.65 more than when they 
were partners. 
(2) Retirement pension payable to 
each doctor: 
a) Lump sum in Cash of $204,451 
(taxed at capital gain rates) or 

b) Monthly payments of $1,175 (10 
years guaranteed) (taxed at lower 
ordinary income “retirement brac- 
ket” rates). 

(3) Death protection (tax free) pay: 


(Continued on page 812) 


®There is a variance in opinion regarding funding 
of plans. The above plan is simply to serve as 40 
illustration of a workable program. There are nul- 
erous qualified proponents of non-insured plans. For 
this hypothetical illustration, the insurance funding 
was based on ordinary mutual life insurance rates. 


10Dr, Baker’s “net pay” differs because of age fae 
tor. The portion contributed as his share of the 
auxiliary fund plus cash value is only $3,861.67. 


Trusts AND Estat 











'po- 
‘ion 
api- % 
:| RO Ie 
the ae 
: answers to 
pen- : 
nent 4 
sup- « 
d? ; 
; uestions about 
ork. (| 
nths 
0 55 
nula 
ition \ \ 
is to 
ribu- 
the 
315,. 
r in- 
ble!® 
The first questions generally asked about annuities are—how much will I get; for how long; what about 
income taxes and how much goes back to my estate when I die? Here in brief are the answers for five principal 
i types of single premium annuities. The examples of monthly payments shown below are produced by a 
‘O00 deposit of $50,000 by a male annuitant age 70 and these payments would begin one month after the deposit 
one was made. All figures reflect Manufacturers Life’s low annuity deposit schedule. 
1, Annuity— Without Refund Lifetime monthly income, $425 
59957 (tax levied on 19°% of this amount*). As there are no further benefits after the death of the 
995 annuitant, this kind of annuity produces the highest return per $1000 deposited. 
918 
ae 2. Annuity—10 Years Certain Lifetime monthly income, $369.50 
yes (tax levied on 24.2% of this amount"). If the annuitant dies within 10 years of the date the deposit 
Pye was made, the same income will continue to a beneficiary until the end of the 10 year period. 
f $75,- 
\s cor. 3. Annuity—15 Years Certain Lifetime monthly income, $322.50 
— (tax levied on 27.4°% of this amount*). If the annuitant dies within 15 years of the date the deposit 
rovides was made, the same income will continue to a beneficiary until the end of the 15 year period. 
ing 4. Instalment Refund Plan Lifetime monthly income, $352 
as in- (tax levied on 27.6°% of this amount*). If the total income already paid at the death of the 
- they annuitant is less than the amount originally deposited then income payments will continue to 
a beneficiary until the total of all payments equals the amount deposited. 
le to 
5. Cash Refund Plan Lifetime monthly income, $339 
4,451 (tax levied on 24.8°% of this amount*). If the annuitant dies before the total of all income pays 
or ments equals the amount deposited, a cash refund for the difference will be made to a beneficiary. 
. ” *Federal income tax only; Retirement Income tax credit may further reduce tax liability. 
we 
“sin LOOK TO MANUFACTURERS LIFE for leadership in high returns to annuity clients, flexibility of 
annuity plans and services based on wide experience. For further information on annuities, 
pay: contact one of our Branch Offices in the following cities or write direct to our Head Office. 
BRANCHES IN THE FOLLOWING CITIES: Baltimore e Boise THE 
— Boston ¢ Chicago e Cincinnati e Cleveland e Columbus e Denver MAR u FACT U Re RS 
e - = a * nite — . eg : ee 
qua geles e Miami e Minneapolis e Newark e ahoma Ci 
“oo Philadelphiae Pesiunaiiabanmes Portlande lb tein INSURANCE iFe COMPANY 
age tse San Diego e San Francisco e Seattle e Spokane e Washington, D.C. HEAD OFFICE (Established 1887) TORONTO, CANADA. 
of the 
1.67. 
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THE NEEDLESS WASTE OF CASH 


Seven Instances Illustrating Tax Savings 


Through Insurance 


GEORGE S. VRIONIS 


Associate Manager, Phoenix Mutual Life Insurance Co. of Hartford, Conn. 


ESPITE THE AVAILABILITY OF THE 
_ of financial and legal ad- 
visers — lawyers, accountants, trust of- 
ficers and insurance underwriters — too 
many individuals and corporations have 
adopted plans and procedures which are 
now unnecessarily draining their covet- 
ed “after tax” cash or will, in the future, 
create financial distress and embarrass- 
ment. To keep $100 after Federal income 
taxes* an individual must earn: 


$ 167 if in the 40% Tax Bracket 


200” ’ 50% 

250” ” ” 60% ” ” 
3347 7 ” 790% ” ” 
500 7” ” 80% ” ” 
1000 ” «99 ” 90% ” ” 


Seven general situations in which cash 
may be salvaged by proper planning will 
serve to show savings possibilities. 


1. Redemption by Cash 


One of the most flagrant cases of poor 
planning is the “buy and sell” or stock 
retirement agreement which provides 
that upon the death of a partner or 
stockholder the survivor(s) or the cor- 
poration, as the case may be, will buy 
out the interest of the decedent by pay- 
ing cash, either in a lump sum or in in- 
stallments. Unless all the parties are un- 
insurable, life insurance on their lives 
should be used to provide the funds 
necessary to carry out the agreement. 


This statement may seem academic. 
In many states, however, a corporation 
cannot buy or retire its own stock, ex- 
cept out of surplus, which at the re- 
quired time may or may not exist. Even 
where the cash surplus exists, it makes 
good sense to use the life insurance pro- 
ceeds, which are received free of in- 
come tax, and certainly in the case of a 
premature death, produces more dollars 
than were put in. Where corporate sur- 
plus is not available, an agreement, 
funded by life insurance has been under 
the aforementioned type of statute. 


*A New York Corporation keeps only $42.50 after ~ 


Federal and State taxes. 
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Some additional arguments in favor 
of life insurance funding are: 


a) The proceeds are free from the 
claims of creditors. 

b) In the event of total disability, no 
further insurance premiums are 
necessary. 

c) It assures that cash will be avail- 
able when needed. 

d) Cash values do not come within 
the purview of the Internal Rev- 
enue Code provision penalizing un- 
reasonable accumulation of surplus. 

e) Beneficiaries may utilize the in- 
come settlement options. 

f) The agreement may provide that 
the purchase price shall never be 
less than the amount of the insur- 
ance. 


2. Tax and Clean-Up Funds 


Throughout the author’s experience of: 


over four decades as a trust officer and 
life underwriter, he has frequently en- 
countered situations where wealthy men 
and women, instead of providing 
“cheap” tax free dollars to pay estate 
taxes and “clean up” funds through the 
use of life insurance, set aside and ear- 
mark Government or other tax-free 
bonds or “blue chip” stocks and/or cash 
for such purpose. In some cases, the will 
has directed the executor to apply these 
assets to retire the “cost of death.” 

Let us assume that in the majority of 
these cases, the testator was a married 
insurable person, and that the “expenses 
of dying” amounted to $100,000. It 
would be less costly to have the spouse 
of the testator apply for and own a life 
insurance policy on the life of the estate 
owner, for the following reasons: 


a) The income from the $100,000 of 
prime investments, set aside for taxes 
and “expenses of dying,” would in most 
cases approximate the premium for in- 
surance in that amount, if the so-called 
“Minimum Deposit — 5th dividend op- 
tion” type of policy is utilized.* 

b) The face amount of the policy 


*See article in TRUSTS AND ESTATES, March 1960 
issue, entitled “Modern Estate Tax Relief’? by the 
present author. 


would not be included in the taxable es. 
tate of the insured testator. 

c) The insurance would obviate the 
possibility of forced liquidation of any 
non-marketable, non-liquid assets since 
the prime investments would remain in 
the estate for distribution under the 
terms of the will. 


3. Key Man Insurance 


Now let us assume a very profitable 
corporation in the manufacturing field, 
owned equally by two stockholders. They 
employ Mr. B, a very competent sales 
executive who is largely responsible for 
their profitable operations because of 
his ability and contacts. Clearly, Mr. B 
is a very valuable key man. Should he 
die, who can tell how many of the firm’s 
customers would go off the books? Who 
can tell how long it would take to hire 
and train a successor to take on where 
he left off? 

Here again we have a waste of cash 
unless the employer has the good sense 
to insure Mr. B. for an amount approxi- 
mating the loss of profits including the 
cost of breaking in a new man, if one is 
available. The proceeds again would be 
income tax free, in contrast to the tax- 
able profits of the firm. If the company 
works on a 20% margin, $1,000,000 of 
gross sales would net $200,000 of gross 
profit, subject to Federal and State in- 
come taxes, leaving about $85,000. If 
the firm insures Mr. B for $100,000 they 
would have a tax free financial cushion 
in that amount and could well afford the 
luxury of taking enough time in select- 
ing a suitable successor to Mr. B, while 
the loss of profits after B’s death would 
not absorb their hard earned “after tax” 
surplus. The credit standing of the firm 
would not be endangered, and the cash 
surplus would be increased by the net 
equivalent of over one million dollars of 
gross sales! 


4. Retirement Plan 


Let us now assume a small but suc- 
cessful close corporation equally owned 
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TYPICAL EXAMPLE OF BENEFITS 


IF EMPLOYEE DIES 


IF EMPLOYEE LIVES 


Tot. Prems. Net 

Reduced by Tax Profit to Cash Reduction 
Year Dividends* Saving** Corporation Value In Surplus 
os: $ 166 $2,600 $2,434 $ 5 $161 
Be .. 693 2,600 1,907 430 263 
ea 1,301 2,600 1,299 975 326 
= 1,862 2,600 738 1,525 337 
20 _ 2,379 2,600 221 2,075 304 


*Pividends are not guaranteed. Actual payments will be more or less than indicated if future Dividend 
Scales and interest rates are higher or lower than the present Dividend Scale. 


##Assuming 52% bracket. 








by two men whose father founded the 
firm, which employs twenty-five persons. 
Fifteen of these employees have been 
with the firm over twenty years and five 
have been employed over thirty-five years. 
Three of these five are over seventy years 
of age and, for meritorious services ren- 
dered, have been retired at one-third 
pay. It has always been the policy of the 
frm to “take care” of old, infirm and 
ill employees. As each employee attains 
the stage of debility, the benevolent 
owners reward him with their own ver- 
sion of a retirement plan, send him 
home and hires a younger man to take 
his place. Each employee, until he dies, 
receives approximately $3,000 per year 
from the earnings of the firm. This 
$3,000 is paid out of already taxed sur- 
plus, earned “the hard way.” 

How long can the firm continue this 
practice, particularly in years when the 
lack of profits and/or surplus would pre- 
clude the payments to these “retired” 
employees. 

Why not a qualified retirement plan, 
where deposits by the employer are tax 
free and under which, when the employ- 
ee reaches retirement age, he ceases to 
become the responsibility of the firm? 
The differenc in salaries paid to younger 
employees, to say nothing of increased 
eficiency, will more than make up for 
the cost of a qualified plan. 


5. Major Medical 


This same laudable, yet unsatisfactory 
“we'll take care of our employees” prin- 
ciple is applied by some firms to em- 
ployees who incur “major” medical, 
hospital and kindred bills far in excess 
of their ability to meet them. Their sav- 
ings having been wiped out, the “bene- 
Volent bosses” again “come to the res- 
cue” — they pay the “major” medical 
bills of these employees (in addition to 
salary during convalescence). Lacking a 
Plan as required by the Internal Rev- 
enue Service, these payments are not tax 
free. 

This expensive plan could be replaced 
by a Group Major Medical Plan which, 
in addition to covering the firm’s em- 
ployees, would include their spouses and 
children under 18 years of age. “Already 
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taxed” surplus would not be used to pay 
these huge medical bills — the modest 
cost of this accepted plan would be tax 
free to the employer, and each person’s 
coverage could be $5,000 to $15,000. 


6. The $5,000 Approach 


It is the custom of this firm, when an 
employee dies leaving a widow and/or 
children to issue a check for $5000 to 
the widow with which to pay for the ex- 
penses of last illness, burial and other 
costs. Under Internal Revenue Code Sec- 
tion 101(b), it is possible for an em- 
ployer to pay up to this amount to his 
employees’ beneficiaries. Where life in- 
surance is purchased, the proceeds will 
be received free of income tax to the em- 
ployer (who can deduct the payment 
from gross income as a business ex- 
pense) and the $5,000 will go to the 
widow free of income tax. By using in- 
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serving 
your 
Canadian 
interests 


Are you investing in Canada? 

Clearing Canadian Assets of deceased persons? 
Requiring Trusteeship for employee benefit plans? 
Buying, selling or managing real estate in Canada? 

Requiring trust services for Corporations in Canada? 


Royal Trust, Canada’s leading trust company, with 
twenty-one offices conveniently located across Canada 
and one in London, England, is well equipped to serve you. 


Direct inquiries welcomed. 


ais 
THE 


ROYAL TRUST 


COMPANY 


HEAD OFFICE: 105 St. James St. West, Montreal 1, Canada 
LONDON ENGLAND OFFICE: 3 St. James's Square 


St. John’s Halifax Charlottetown Saint John Quebec Trois-Riviéres Sherbrooke 
Montreal Ottawa Toronto Kingston Hamilton London Port Arthur Winnipeg 
Kelowna 


ASSETS UNDER ADMINISTRATION EXCEED $2,462,000,000 


Vancouver Victoria London, Eng. 








763 








WILL PAY CASH 


FOR YOUR GOLD COINS 





we will pay the following prices... 


re $36.50 each 
$10 GOLD —s—i(ati(i‘itCT S$ 18.00 each 
$s @0ip ss $10.68 each 
$3G0LD.......-« $65.00 each 
coos $10.00 each 
ee 
We are also seeking the following: 
eee. $ 650.00 each 
$ 4 GOLD $1500.00 each 





PROMPT REMITTANCE GUARANTEED 


no mounted or mutilated coins 
send coins direct to... 





123 West 57th Street, New York 18, N. Y. 


JUdson 2-2580 
One of America’s Oldest and Largest 
Coin Dealers 
Coin Appraisals for Banks, Estates, 
Insurance Companies 




















SOTHEBY & CO. 


the oldest firm of 


FINE ART AUCTIONEERS 


in the world. 


OF THE 14 HIGHEST PRICES 
EVER PAID AT AUCTION FOR 
PAINTINGS OR WORKS OF ART, 
13 HAVE BEEN ACHIEVED IN 
OUR ROOMS SINCE OCTOBER 
1958. 


Our commission for selling pictures, 
drawings, silver, porcelain, jewels, 
antiquities and other works of art is 
10 per cent. Books, manuscripts, 
Oriental miniatures, engravings, etch- 
ings and Japanese art, 15 per cent. 
Last season Sotheby’s sold works of 
art worth 1914 MILLION DOLLARS, 
many of which were sent for sale 
from American collections and insti- 
tutions. 


“SOTHEBY’S 216TH SEASON” 
(illustrating 157 of these works of 
art, 12 in colour) can be ordered from 


SOTHEBY’S OF LONDON LTD. 
717 Fifth Avenue, New York 22, N. Y. 
PLaza 8-2891 (price $4.95) 


Sotheby’s representatives are always 
ready to visit any part of the United 
States to advise Trust Officers and 
owners of important property. 
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surance instead of after-tax cash, in 
many cases an actual profit will accrue 
to the employer, as is shown by the ac- 
companying table. 


7. Deferred Compensation 


Now we come to the most common 
problem confronting stockholders of 
profitable and successful close corpora- 
tions who are in the top income tax 
brackets and who would like to take 
extra cash out of a large surplus, with 
no additional income tax levy. In our 


hypothetical corporation, let us assume 
that 


a) it has a surplus of $250,000; 
b) each of the two stockholders is 


drawing a salary of $50,000 per 
year; 

c) each at age 55 owns $200,000 of 
ordinary life insurance purchased 
when he was 40 years of age; 

d) the guaranteed cash value of the 
insurance is approximately $60,- 
000; 

e) both stockholders are in need of 
$30,000 cash. 


Each stockholder may sell half his in- 
dividually owned life insurance to the 
corporation for $30,000 which would 
be received by them income tax free. 
Each stockholder would execute an abso- 
lute assignment to the corporation, 
which would thereafter own the policies, 
pay the premiums and be designated the 
beneficiary. 

The families of the stockholders could 
still benefit from the insurance assigned 
to the corporation if a deferred com- 
pensation agreement is entered into with 
each_ stockholder providing, among 
other things, that upon death the cor- 
poration will pay out to the widow 
and/or children, a maximum of two 
years salary, tax deductible by the cor- 
poration and income taxable to the re- 
cipients. The income tax would be mini- 
mized if this $100,000 were paid over a 
period of years. Moreover, each stock- 
holder would be relieved of paying the 
premiums on $100,000 of the insurance 
because they would be paid by the cor- 
poration out of surplus. 


Taking Initiative 

A good many of the readers of this 
paper may be more familiar than the 
author with the details of the solution 
to the seven cases described above. But 
it must be acknowledged that there are 
perhaps thousands of cases where the 
solution outlined here have not been 
availed of. There is hardly a town in the 
U.S.A. where competent financial, legal 
and tax advice is not available from 
trust officers, lawyers and accountants. 





Why then, do we have so many of these 
wasteful situations? Can it be that the 
lawyers, trust officers, and C.P.A.’s are 
reluctant to initiate an estate planning 
program for their clients? 

Back in 1941, the Ethics Committee 
of the American Bar Association issued 
Opinion No. 210 which permits a lawyer 
to remind his client that, for various 
reasons, his will should be reviewed jn 
the light of existing circumstances. The 
opinion states, “it is not only the lay. 
yer's right but it might even be his duty 
to advise his client of any change of fact 
or law which might defeat the client's 
testamentary purpose as expressed in his 
will.” Thus, it is ethical for a lawyer to 
remind his client to re-examine his will 
to determine whether or not any change 
is required. 

It is presumed that the Institute of 
Certified Public Accountants has a simi- 
lar interpretation of its code of ethics 
so that the C.P.A., who is today in con- 
stant touch with his client’s financial af. 
fairs and problems, should have no 
qualms about suggesting a remedy for 
any of the above situations. He is in a 
much better position than either the law. 
yer, trust officer or insurance underwrit- 
er to discover the need for proper estate 
planning if for no other reason than the 
fact that he “lives with” and supervises 
the bookkeeping and accounting records 
and prepares the various tax returns of 
the clients he serves. 

Samuel L. Zeigen, a member of the 
New York Bar, in his booklet “What 
Every Lawyer and Accountant Should 
Know About Business Life Insurance” 
has this to say: 


“The lawyer and accountant should 
determine how many of their clients 
are in such (non liquid) position. Un- 
doubtedly, many lawyers and account- 
ants have clients whose businesses 
need the security provided through 
a life insurance funded agreement... 
A lawyer and accountant cannot be 
expected to be expert in every facet 
of a man’s problems. In many areas 
he may expect to have need of advice 
and assistance of members of other 
professions . . . they would do well 
to acquaint themselves with some of 
the life insurance underwriters and 
trust officers of their communities.” 


Every lawyer, accountant and trust 
officer might well make it a point to fol- 
low Mr. Zeigen’s suggestion so that these 
undesirable situations can be minimized. 

AAA 

e The Trust Department of the Alamo 
National Bank of San Antonio, Texas, 
is cooperating with the San Antonio Bar 
Association in offering for sale non- 
profit at $3.00 new 50 star, 3’ x 5’ cotton 
bunting flags, complete with six foot 
staff and mounting bracket. 
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REAL ESTATE INVESTMENT TRUSTS 


Their Characteristics and Opportunities 


IRVING M. GRANT 


Willis, MacCracken & Butler, Los Angeles, Calif. 


HE PURPOSE OF THE PROVISIONS 
dealing with real estate investment 
' trusts, which were added to the Internal 
Revenue Code in 1960! is to provide 
substantially the same tax treatment in 
the real estate area as is available to 
mutual funds,? which is to eliminate the 
corporation tax® on the earnings of the 
trust and impose a tax on the underlying 
owners or beneficiaries of the trust.* In 
other words, the law is intended to allow 
several investors to pool their funds and 
invest in real estate, trust deeds, mort- 
gages and related assets, and receive sub- 
stantially the same tax treatment as if 
each investor had made the investment 
himself and directly owned such assets. 
In general, the code provides that if 
90% or more*of the ordinary income 
of the trust is distributed to the bene- 
ficiaries, such distributed income is 
taxed to the beneficiaries, but not to the 
trust.5 Furthermore, any capital gains 
of the trust, which are distributed to the 
beneficiaries are taxed only to the bene- 
ficiaries.® 


Before considering the factors which 
should be considered by the potential 
purchaser of shares of a real estate in- 
vestment trust, it will be necessary to 
consider the definition of a real estate 
investment trust. 


Definition of a Real Estate 
Investment Trust 


In examining the requirements which 
an organization must meet to qualify as 
a real estate investment trust, it should 
be kept in mind that Congress intended 
to provide favorable tax treatment to 
investors in real estate and, in line with 
this philosophy, several requirements 


1Int. Rev. Code, Secs. 856-858. 

2The Internal Revenue Code defines a corporation 
as including an association. Int. Rev. Code, Sec. 
71701(a) (3). While the subject is beyond the scope 
of this article, it can be generally stated that an un- 
incorporated entity such as a trust or partnership 
having many of the attributes of a corporation may 
be treated as an association and taxed as a corpora- 
tion. The Commissioner of Internal Revenue has re- 
cently issued extensive regulations dealing with this 
problem. Regs. Sec. 301.7701-2. 

8Int. Rev. Code, Secs. 851-855, inclusive. 

See H. Rep. No. 2020, 86th Cong. 2nd Sess. 

5Int. Rev. Code, Sec. 857. 

®Int. Rev. Code, Sec. 857. 
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This paper was presented at the 13th 
Annual Tax Forum sponsored by Title 
Insurance and Trust Company of Los 
Angeles, in that city on May 16, 1961 
and in San Diego on May 19. It is 
reproduced here with the permission 
of the sponsor and the author. 











are imposed to insure that the law ap- 
plies only where the trust derives income 
from passive investments as distin- 
guished from the active operation of a 
business.” 

The Internal Revenue Code® specifies 
the following requirements for an or- 
ganization to qualify as a real estate in- 
vestment trust: 

1. The organization (which will here- 
after be referred to as a trust) must be 
an unincorporated trust or an unincor- 
porated association. Under the proposed 
regulations issued by the Commissioner 
of Internal Revenue, a real estate invest- 
ment trust may not be a limited partner- 
ship.® A bill has been introduced in Con- 
gress to provide that a corporation may 
qualify as a real estate investment 
trust.?° 

2. The trust must be managed by one 
or more trustees. The proposed regula- 
tions provide that a trustee may not be 
an officer or employee of, or be an owner 
of, an independent contractor which 
furnishes or renders services to the 
tenants of the trust property or manages 
or operates such property.1! This pro- 
vision has been criticized as not being 
authorized by the statute and it has 
been suggested that it should be omitted 


from the final regulations. 


3. Ownership in the trust must be evi- 
denced by transferable shares or cer- 
tificates of beneficial ownership. Such 
shares will closely resemble shares of 
stock of a corporation. Presumably, 
there will be a market for the shares of 
many trusts and they will be traded free- 
ly.12 

7H. Rep. No. 2020, 86th Cong. 2nd Sess. 

SInt. Rev. Code, Sec. 856. 

®Proposed Regulations, Sec. 1.856-1(d) (1). 

10HR 1806. At last report, this bill was pending in 
the House Ways and Means Committee. 


11Proposed Regulations, Sec. 1.856-1(d) (1). 
12Jt should be noted that the original sale of such 


4. The trust would be treated, for in. 
come tax purposes, as an association 
taxable as a corporation if the new pro. 


_visions of the law were not applicable. 


In other words, the trust will have many 
of the normal attributes of a corpora. 
tion, such as centralized management, 
continuity of life, limited liability and 
free transferability of interests.1° 

5. The trust may not hold any prop. 
erty primarily for sale to customers in 
the ordinary course of its trade or busi- 
ness. 

6. The trust must be owned by one 
hundred or more persons. In applying 
this provision it does not matter if any 
of the owners of the trust are related or 
are controlled by the same person. 

7. No five individuals may directly or 
indirectly own more than 50% of the 
trust. For this purpose, generally, an 
individual is deemed to own any stock 
owned by certain of his family members, 
and a proportionate amount of any 
stock owned by a corporation, partner: 
ship, estate or trust of which he is a 
stockholder, partner, or beneficiary.1* 

8. The organization must file an elec: 
tion to be a real estate investment trust 
with its tax return for the first year in 
which it desires to qualify. 

9. At least 75% of the gross income 
of the trust in any year must be de 
rived from typical real estate invest: 
ments, such as rents from real property, 
interest on mortgages, gains from the 
sale of real estate, or mortgages, and in- 
come from other real estate investment 
trusts. 


10. An additional 15% of the gross 
income of the trust in any year must 
be derived from any of the sources set 
forth in paragraph 9, or from other 
usual investment sources, namely, divi- 


securities by the trust may be subject to State regu- 
lation under blue-sky laws and registration with the 
Securities & Exchange Commission. In California, 
it will be necessary to obtain a permit from the Com- 
missioner of Corporations authorizing the trust to 
sell its shares. The California Corporations Com- 
missioner recently issued his regulations on Real 
Estate Investment Trusts, effective May 17, 1961. 

18Regs. Sec. 301.7701-2. 

14In determining ownership under this provision, 
the constructive ownership rules of Section 544 of 
the Int. Rev. Code apply. 


TRUSTS AND ESTATES 





dend 
stock 
of th 


deri\ 


any 
posit 
less 
held 
sent 
com 


total 
each 
mus 
cash 
and 
1 
of t 
any 
ties 
shai 
trus 
inve 
whi 
of | 
trus 
out: 


issu 


req 


tair 
fro. 
pro 


of 


cor 
wh 
the 
bas 


wil 
ors 
dir 
int 
fro 


pre 
the 





plec- 
trust 
r in 


ome 
de 
vest: 
erty, 
- the 
d in- 
ment 


ZT OSS 
must 
s set 
other 
divi- 


. regue 
ith the 
‘ornia, 
> Com- 
‘ust to 
Com- 
1 Real 
961. 


vision, 
544 of 


ATES 





dends, ivterest, or gains from sale of 
stock or -ecurities. A maximum of 10% 
of the gross income of the trust may be 
derived {:0m any source. 


1]. The gross income of the trust, in 
any year. derived from the sale or dis- 
position f stock or securities held for 


less than six months, and real property 
held for !vss than four years, must repre- 
sent less than 30°% of the total gross in- 
come. 

12. At jeast 75% of the value of the 
total assets of the trust at the close of 
each quarter of the trust’s taxable year 
must be represented by real estate assets, 
cash, cash items including receivables 
and government securities. 

13. No more than 25% of the value 
of the assets of the trust, at the close of 
any quarter, may be invested in securi- 
ties other than government securities or 
shares in other real estate investment 
trusts. Furthermore, the trust may not 
invest in securities of any one issuer 
which represent (a) more than 5% 
of the value of the total assets of the 
trust, or (b) more than 10% of the 
outstanding voting securities of such 
issuer. 


For the purposes of the gross income 
requirements set forth in paragraphs 
9 and 10 above, the statute contains cer- 
tain limitations in the meaning of “rents 
from real property.” In general, it is 
provided that rents do not include any 
of the following: 

1. Payments which are based on in- 
come or profits, such as an amount 
which is a percentage of the net profit of 
the lessee. However, normally, amounts 
based on gross receipts or gross sales 
will qualify as rent. 

2. Any amount received from a lessee 
organization in which the trust owns, 


directly, or indirectly, a 10% or more 
interest. 


3. Any amount received by the trust 
from property if the trust manages such 
property or if the trust renders services 
to the tenant of such property. However. 
the trust is permitted to engage an in- 
dependent contractor to manage the 
property and perform services to ten- 
ants provided the trust receives no in- 
come from the independent contractor. 
The law prohibits too close a relation- 
ship between the trust and the inde- 
pendent contractor rendering the serv- 
ices or managing the property by pro- 
viding that the term “independent con- 
tractor” includes only either 

(a) a person who does not own, di- 
rectly or indirectly, more than 35% 
of the trust, or 

(b) a person in whom not more than 
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a 35% interest is owned, directly or in- 
directly, by one or more persons own- 
ing 35% or more of the trust. 


Disadvantages to the Investor 


The real estate investment trust is not 
likely to appeal to an investor in a high 
income tax bracket. Normally, from a 
tax standpoint, such an investor is seek- 
ing one of two objectives in his real 
estate investments. The first is the pos- 
sibility of obtaining long-term capital 
gain at a maximum tax rate of 25%. 
The other is the realization of cash in- 
come from rental property without tax- 
able income, through the use of ac- 
celerated depreciation methods.'® While 
the investor realizes cash income, the 
high initial depreciation deductions in 
early years result in the recognition of 
little or no taxable income, and fre- 
quently a taxable loss. After the prop- 
erty has been held for a few years, and 
the depreciation declines to the point 
where the investor begins to realize sub- 
stantial taxable income, he will sell the 
property with the objective of having 

Under straight-line depreciation, the amount of 
depreciation each year is the same. The Code also 
allows use of accelerated methods of depreciation, 
such as the sum of the years digits or double declin- 
ing balance which allow high depreciation in early 


years, but the amount of depreciation decreases each 
year. Int. Rev. Code, Sec. 167. 


the gain treated as capital gain. The 
real estate investment trust will normally 
not offer either of these advantages to 
the investor to any great extent. 


In the first place, the amount of capi- 
tal gain of a real estate investment trust 
will be limited. As previously men- 
tioned, the trust may not hold any prop- 
erty primarily for sale to customers in 
the ordinary course of its trade or 
business. A large body of case law has 
arisen in the real estate area on the 
question of whether or not property is 
held primarily for sale to customers in 
the ordinary course of a trade or busi- 
ness. This is the so-called “dealer” 
versus “investor” test. It is not within 
the scope of this article to go into the 
factors which would make the trust a 
“dealer” and thus disqualify it. Suffice 
it to say that, as a practical matter, one 
of the most important tests will be the 
number of sales made by the trust. The 
more sales which it makes, the more 
likely it is that the trust will be disquali- 
fied as a “dealer.” Trustees will be well 
advised to limit the number of real 
property sales so as not to violate this 
requirement. As a result, the amount of 
capital gain will be limited. 

Moreover, the requirements as to the 
source of the trust’s gross income will 








investors. 
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limit the number of sales which can be 
made at capital gains. 75% of the gross 
income of the trust must be from sources 
which constitute ordinary income, ex- 
cept gains on sales of real property. 
An additional 15% of the gross income 
must be from sources which constitute 
ordinary income except gains on sale of 
real property and gains from the sale of 
stock. However, the third income test 
will limit the amount of gain on the 
sale of real property. Gross income of 
the trust derived from gain from the 
sale of stock held for less than six 
months (which is, in effect, treated as 
ordinary income) and gains from the 
sale of real property held for less than 
four years, must constitute less than 
30% of the gross income of the trust. 
The trust will, therefore, be required 
to hold much of its real estate at least 
four years and this will limit the fre- 
quency of capital gain sales by the trust. 
Hence, it is obvious that a large amount 
of the income of the trust will consist 
of ordinary income in such forms as 
rent and interests and a smaller propor- 
tion will consist of capital gains from 
sales of real estate. 

It appears that a real estate invest- 
ment trust may not often be able to take 
advantage of accelerated depreciation 
methods which appeal to high income 
4 
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tax bracket investors. To the extent that 
such accelerated depreciation would 
create taxable losses in the years imme- 
diately following the acquisition of 
rental property, such losses would have 
no tax advantage. The trust is not al- 
lowed a net operating loss carryover or 
carryback.!® Furthermore, while income 
of the trust is taxed directly to the 
beneficiaries (to the extent it is dis- 
tributed to them), losses of the trust 
may not be deducted by the benefici- 
aries. Thus, neither the trust nor the 
beneficiaries can utilize such losses. 
Moreover, in instances where the 
trust accelerated depreciation 
methods, the lower depreciation in later 
years may make it difficult for the trust 
to meet the requirement that it dis- 
tribute at least 90% of its ordinary in- 
come to the beneficiaries. Assume that 
a real estate investment trust is formed 
for the purpose of constructing a large 
apartment building at a cost of $1,000,- 
000, exclusive of land costs. The cost of 
construction is paid by a $400,000 cash 
payment out of proceeds realized by the 
trust from the sale of its shares to the 
public, and the balance is financed by a 
loan secured by a mortgage or deed of 
trust on the land and building. The loan 
is payable in twenty equal annual in- 
stallments of $50,000, including interest 
at the rate of 544% per annum. The 
building has a 25-year useful life for 
depreciation purposes. Each year the 
trust collects $150,000 in rents and has 
$10,000 expenses. Therefore, each year 
the trust will collect $150,000 in cash, 
pay $10,000 for expenses, and $50,000 
on the loan, leaving it $90,000 cash 
available for distribution to benefici- 
aries. If the ordinary income of the 
trust is $100,000, or less, it will be able 
to meet the requirement that at least 
90% of its ordinary income be dis- 
tributed to beneficiaries by distributing 
the $90,000 available cash each year. 
First, assume that the trust uses 
straight line depreciation. In this case, 
the depreciation each year will be $40,- 
000 ($1,000,000 cost divided by 25-year 
life). The taxable income of the trust 
each year will be something less than 
$100,000 ($150,000 rent less $40,000 
depreciation, $10,000 expenses and the 
amount of interest on the loan which 
will decline each year). Since the trust’s 
income will always be less than $100,- 
000, and it will have $90,000 cash avail- 
able for distribution each year, the 90% 
distribution rule can be satisfied each 
year. 
Alternatively, assume that the trust 
uses the double declining balance meth- 
18Int. Rev. Code Sec. 857 (b) (2). 


uses 





od of depreciation.’* In the first year. 
the income of the trust will be less than 
$60,000 ($150,000 rental income less 
$80,000 depreciation, $10,000 expense 
and the amount of interest on the loan). 
Since the trust has $90,000 cash to dis. 
tribute, it will be easy to meet the 90% 
test in the first year. However, in the 
20th year, the trust will have approxi. 
mately $16,000 depreciation. The ip. 
come of the trust in that year will be 
approximately $120,000 ($150,000 rent 
less $16,000 depreciation, $10,000 ex. 
pense and a small amount of interest), 
As a result, the trust will have to dis. 
tribute approximately $108,000 to meet 
the 90% distribution requirement, but 
will have only $90,000 cash from opera. 
tions for the year. It is, of course, pos- 
sible that under these circumstances the 
trust might accumulate funds from 
earlier years so that it can meet the dis. 
tribution requirements in later years, 
However, it seems more likely that the 
trustees will either distribute surplus 
cash in earlier years or reinvest it in 
other property, so that in later years 
there will be a problem in raising the 
necessary amount of cash which must 
be distributed to the beneficiaries. An- 
other possible solution would be for the 
trust to sell the building when the de. 
preciation has declined and reinvest the 
proceeds in other property. However, 
the limitations on the number of sales 
which the trust will be able to make, 
which were previously mentioned, will 
limit this practice. Accordingly, it ap- 
pears that in most cases, straight-line 
depreciation will be used. 


Advantages to Investor 


While ownership of shares in a real 
estate investment trust ordinarily will 
not meet the tax objectives of the high 
tax bracket investor, it should appeal to 
the investor in a lower tax bracket. 
Among the advantages of ownership of 
such shares are the following: 

(1) The investor will have a regula. 
source of income in the form of an ual 
cash dividend distributions. Assuming 
that the trust is successful and is profit: 
able in its operations, the requirement 
that 90% of its income be distributed 
to the beneficiaries each year will in 
sure regular dividend payments to the 
shareholder. Thus, the shares of a trust 
might appeal, for example, to a widow 

17UJnder this method, the Trust uses an 8% annual 
depreciation rate rather than 4%. However, the de- 
preciation each year is computed on the original cost 
less the depreciation previously taken. By way of 
illustration, in the first year the depreciation is 8% 
of $1,000,000, or $80,000. In the second year, the de 
preciation is 8% of $920,000 ($1,000,000 less 
$80,000), or $73,600. Thus, the depreciation deduce 


tion is smaller in each successive year. Int. Rev. 
Code, Sec. 167(b) (2). 
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with substantial funds who wants to 
diversi'y her investments by entering 


the rex! estate area. The investment in 
shares of a real estate investment trust, 
while ;crhaps a little more speculative 
than i: bonds and in blue-chip stocks, 
should nevertheless insure the widow a 
steady source of income. 

(2) ‘the purchase of shares in a real 
estate investment trust will allow many 
people io invest, in effect, in real estate 


who would not otherwise be able to do 
so. Typically, investments in real estate 
require substantial funds. While a small 
investment might be made in stocks by 
the purchase of only a few shares, 
normally it requires much larger funds 
for an investment in real estate. The 
small investor, by purchasing a few 
shares of a trust, may receive the ad- 
vantages inherent in real estate invest- 
ment which he would not otherwise be 
able to obtain. Such advantages include 
the fact that real estate has traditionally 
proved to be a good investment, with a 
high rate of return, and that real estate 
investment has always been a good 
hedge against inflation. 


(3) The investor will be able to ob- 
tain more diversification in his invest- 
ments. As noted above, many people 
will be able to invest in real estate who 
could not otherwise do so. Furthermore, 
the investor will be able to achieve di- 
versification within the real estate field 
by either investing in a real estate in- 
vestment trust which has made many 
different investments or by buying a 
few shares in several trusts. 


(4) There will be a market for shares 
in a trust which will make it easy for 
the investor to dispose of his interest. 
Normally, an investor in real estate 
cannot sell his investment nearly as 
easily and quickly as, for example, can 
an investor in listed stocks. However, 
the investment in a real estate invest- 
ment trust will give the real estate in- 
vestor the advantage of marketability of 
his interest which is available to the 
investor in stocks. 


(5) The purchaser of shares in a 
trust should be better protected than 
the average investor in real estate. In 
the first place, the sale of the trust’s 
shares will be subject to state and fed- 
eral securities regulation which nor- 
mally is not the case in other types of 
real estate investments. Such securities 
regulation will be designed to protect 
the investor. Secondly, it is to be ex- 
pected that most real estate investment 
trusts will have, as trustees, individuals 
or corporate trustees, who are experts 
in the investment field. In this way, the 
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investor will receive the benefit of ex- 
pert investment counsel not otherwise 
available to him. Therefore, an invest- 
ment in a trust should be considerably 
less speculative than the average invest- 
ment in real estate. 


Balancing Pros and Cons 


There are a few disadvantages to the 
ownership of shares in a trust, but when 
balanced against the advantages they 
appear to be minor. In states which 
have income tax laws similar to the 
Federal income tax laws but have not 
adopted legislation dealing with real 
estate investment trusts, the trust may 
be taxed as a corporation and distribu- 
tions will be taxed to shareholders as 
dividends, with resulting double tax.1* 
This is not a serious disadvantage since 
state income tax rates are comparatively 
low in relation to federal income tax, 
and state income tax paid by the in- 
vestor will be deductible against his 
Federal income tax. Moreover, some 
states may adopt similar legislation to 
the Federal law to prevent double taxa- 
tion. Another minor disadvantage is that 
the investor will not be allowed. the 
dividend received credits and exclusions 
which are available when he receives 


18This appears to be the present result in Cali- 
fornia. 


dividends from stock investments.'® An- 
other possible disadvantage is that the 
owner of shares in a trust may be ex- 
posed to personal liability for the debts 
of the trust. The stockholder in a corpo- 
ration is, of course, insulated from the 
liabilities of the corporation and, nor- 
mally, this will be true in a real estate 
investment trust. However, under the 
laws of some states, if too much control 
over the trustees is given to the bene- 
ficiaries, the beneficiaries are personally 
liable for the obligations of the trust.?° 
Presumably, trusts will be set up in such 
a way as to avoid any possibility of per- 
sonal liability to the beneficiary, but 
the cautious investor will want to ex- 
amine his potential liability. 

The purchase of shares in a real 
estate investment trust will not appeal 
to the high income tax bracket investor 
who seeks capital gains or the use of 
accelerated depreciation methods in his 
real estate investments, but it will have 
many advantages to the lower tax 
bracket investor. Just as mutual funds 
have become a popular form of invest- 
ing in stocks, so should shares of a 
trust be a popular and advantageous 
method of investing in real estate. 

Int. Rev. Code, Sec. 857(c). 

2oGoldwater v. Ottman, 210 C 408, 292 P 624 


(1930); Bernesen v. Fish, 135 C.A. 588, 28 P. 2d 67 
(1933). 
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Satterfield Heads American Bar 
John C. Satterfield, of Yazoo City, 


Miss., was elected president of the 
American Bar Association at the Asso- 
ciation’s 84th annual meeting in St. 
Louis the week of August 11. He is the 
first Mississippian ever elected to head 
the 100,000-member national legal or- 


ganization. Mr. Satterfield succeeds 





JOHN C. SATTERFIELD SYLVESTER C. SMITH, JR. 


Whitney North Seymour of New York 
City. Other officers elected by the policy- 
making House of Delegates were: 

President-elect — Sylvester C. Smith, 
Jr., of West Orange, N. J., general coun- 
sel for the Prudential Insurance Co. of 
America and former president of the 
New Jersey State Bar Association. He 
will succeed to the office of president in 
August of 1962. 

Secretary — Joseph D. Calhoun of 
Media, Pa., re-elected for a fifth term 
of one year. 

Treasurer — Glenn M. Coulter of De- 
troit, Mich., re-elected for a third term 
of one year. 

Mr. Satterfield was graduated from 
Millsaps College and received his bach- 
elor of law degree in 1929 from the 
University of Mississippi. He was a 





member of the Mississippi House of 
Representatives from 1928 to 1932. Mr. 
Satterfield was president of the Missis- 
sippi State Bar from 1955 to 1956. He 
was a member of the ABA Board of 
Governors from 1955 to 1958, and 
chairman of the Association’s special 
Committee on Economics of Law Prac- 
tice from 1957 to 1960. 

A A A 


Frazier Heads Real Property, 
Probate and Trust Law Section 


At its annual meeting in St. Louis 
last month, the Section of Real Prop- 
erty, Probate and Trust Law, American 
Bar Association, elected Robert H. Fra- 
zier of Greensboro, 
N. C., as chairman. 
‘and created a sec- 
ond vice chair- 
manship. The 
other officers 
chosen for the 
coming year are: 
1st Vice Chairman: 

ROBERT H. FRAZIER J. Pen nington 
Straus, Philadelphia, Pa.; 2nd Vice 
Chairman: Edward B. Winn, Dallas. 
Tex.; Secretary: William R. Dillon*. 
Chicago, IIl.; Asst. Secretaries: P. Philip 
Lacovara.* New York, N. Y., 
Charles F. Grimes,* Chicago, IIl. 

Vice Chairmen and Divisional Direc- 
tors:— Real Property: Allison H. Dun- 
ham, Chicago, Ill.; Probate: Laura An- 
dreas, St. Louis, Mo.: Trust: Harrison 


F. Durand.* New York, N. Y. 


and 








*Re-elected. 











Council members for terms expiring 
as indicated:— Albert B. Wolfe, Boston, 
Mass. (1962) ; William P. Cantwell, Den. 
ver, Col. (1965); Ray L. Potter, De. 
troit,.Mich. (1965). 

At the meeting of the Council follow. 
ing the Section’s general sessions, the 
resignation of Daniel M. Schuyler of 
Chicago, Ill., as Section Delegate to the 
House of Delegates, was accepted, and 
Carl F. Schipper, Jr., of Boston, Mass, 
chairman of the Section for the pag 
year, was elected in his stead for the 
remainder of the term expiring in 1962, 

As in the past, the complete proceed. 
ings of the Probate and Trust Law Divi. 
sions will be published in the October 
issue. 


AAA 
Trust Earnings Up 
for Insured Banks 


Trust department earnings for 1960 
in all insured commercial banks aggre. 
gated $460,251,000. This compares with 
$4.26,016,000 for the previous year and 
$281.841.000 in 1955. As shown in the 
annual report of the Federal Deposit 
Insurance Corporation, banks with de. 
posits of $500,000,000 or more had total 
trust department earnings of $245,965, 
000 and banks with deposits between 
$100- and $500- million aggregated 
$14.1,528,000, Trust departments of state 
chartered institutions had total earnings 
of $241,429.000 and national banks 
$200.599.000. 


A A A 


GROWTH OF CANADIAN PENSION TRUSTS 
AND RETIREMENT PLANS 


The assets of employee pension trusts 
administered by trust companies in Can- 
ada have grown from $825 million in 
1958 to $945 million in 1959 and $1,137 
million in 1960 according to the latest 
figures compiled by the Trust Companies 
Association of Canada. In the same 
years, the assets of registered retire 
ment savings plans were $9 million, $16 
million and $23 million respectively. 

Registrations added in each of these 
years for registered retirement savings 
plans numbered about 17,000 in 1958 
and 1959 but dropped to 16,000 in 1960. 
The approximate total to date of 84,000 
registrations is divided as follows: Life 
Insurance and Fraternal Societies — 
24,489; Trust Companies — 12,752: 
Corporations and Organizations acting 
through Trust and Insurance Companies 
— 11,150; Corporations approved by 
Orders-in-Council — 7,096; and Gov 
ernment Annuities — 28,536. 
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STATES 


j EW THINGS ARE STANDING STILL IN 
ws modern times, and the popular 
“image” of pensions is no exception. 

Whereas an employee used formerly 
to count himself amongst the privileged 
few if he was covered by a pension plan 
of any kind, nowadays he is likely not 
only to consider pensions as essential to 
contemporary living as, say, the owner- 
ship of a house or a car, but also he in- 
creasingly expects his pension plan (in 
conjunction with Social Security in the 
United States, or the federal old-age pen- 
sion in Canada) to provide him with a 
reasonable measure of security, dignity 
and independence throughout his retire- 
ment. 

Hence an employee is ceasing to think 
of his pension as being merely so many 
dollars per month. Instead, he is depend- 
ing more and more on it to assure him 
an adequate monthly supply of goods 
and services at the future date when he 
actually retires. On top of all that, he 
may also have a growing feeling that if 
the cost-of-living is going to rise while 
he is retired, then his pension should 
also be increased periodically after he 
has retired more or less directly in line 


If an employee retired last year, and 
if the cost-of-living increases as much in 


with some cost-of-living index. 


} the next two decades as it has increased 


in the last twenty years, in both the 
United States and Canada, then in 1980 
this pension will only provide about 
half as many goods and services as it 
does now. Few will live as long as 
twenty years in retirement; but those 





who do will be very vulnerable to such 
erosion of purchasing power unless their 
pensions are adjusted after retirement to 
offset the effects of inflation. These few 
are the very pensioners who are also 
most likely to have exhausted their 
Private savings, to be unable to obtain 
even part-time employment, and to need 
more expensive medical and domestic 
services. Even though few in number, 
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every retiree runs the “risk” of remain- 
ing alive and becoming thus _hard- 
pressed, and hence this possibility un- 
dermines the real security of all persons 
covered by a pension plan which fails 
to assure a dependable level of purchas- 
ing power throughout retirement. 

Simply promising to pay ever bigger 
and bigger benefits to employees (with- 
out making other changes), merely 
means bigger and bigger costs to the 
employer. Since, when he is first em- 
barking on the expense of providing 
pension coverage, an employer is not 
usually warned that additional costs 
will be incurred at some future date, he 
may easily regard his pension plan as a 
promise to him that certain of his 
objectives will be furthered by it at a 
cost that will at all times be limited 
and controlled. An employer, therefore. 
may have considerable justification both 
for resenting the past and for feeling 
that something needs to be done to cor- 
rect matters in the future. 

Even those who are most adamant in 
insisting that inflation can and will be 
done away with are nevertheless unable 
to say just exactly when inflation will 
be banished, and at what precise level 
a once-and-for-always ceiling will be put 
on the cost-of-living index. Consequent- 
ly, it is conservative and prudent to al- 
low for the possibility of further future 
inflation, and to plan to offset its im- 
pact in some responsible manner. An 
employer may then limit and control his 
costs for pensions at “reasonable” levels 

. at all times . . . not just this year 
and next year .. . but twenty and forty 
years from now .. . into the indefinite 
long-term future. 

Promising “reasonable” pension costs 
to the employer is no less important than 
promising “adequate” pension benefits 
to the employee. Yet all too often, the 
interests of the employer are given but 
little shrift when pensions are publicly 
debated. The author was never more 


fonorin g Pension Promises 


New Retirement Practices Needed to Control Costs 
and Achieve Objectives 


Assistant Professor, Department of Actuarial Mathematics, School of Commerce. 


aware of this than earlier this year 
when observing the deliberations of the 
first White House Conference on Aging. 
Much was said about honoring the 
promise of real retirement security via 
making an employee’s pension more 
adequate throughout retirement when 
measured in terms of goods and services 
(and rightly so, of course); but very 
seldom was anything suggested regard- 
ing honoring the promise of fulfilling 
the objectives of an employer at a 
limited cost. 

An employer can maximize the assets 
available for meeting purchasing power 
pension promises in two ways. Most 
obviously, he could increase the con- 
tributions payable to the pension plan, 
but there are limits to what he and his 
employees may be able and willing to 
spare for pension contributions, and in- 
deed these limits may have been reached 
already. The only other course open to 
an employer in this regard is to seek 
to increase the profitability of his invest- 
ment program. 

Increasing the net investment yield on 
the pension monies is a vital step which 
should be taken by every employer, 
wherever there may still be room for im- 
provement. A slim increase in the net 
return actually credited to the pension 
monies will, thanks to the leverage of 
compound interest, greatly augment the 
assets available, if this margin is main- 
tained over the long periods of time 
involved in pension planning. The great- 
er the assets, the greater will be the 
assurance of honoring the pension prom- 
ises. Hence, maximizing the actuarial 
expectation of net return on the pension 
monies by investing “as profitably as 
possible” makes a pension plan sounder 
and enhances the security of all con- 
cerned, An employer is, therefore, wise 
to scrutinize his pension investment pro- 
gram critically and realistically, and to 


‘take positive measures to better it in 


any way that may be possible. 








However, it is a bland 20th Century 
delusion to suppose that enhanced in- 
vestment yields will neatly provide at all 
times a _ perfectly adequate “hedge” 
against inflation (let alone against all 
the other factors pushing pension costs 
upwards). Nobody “guarantees” that 
investments can do this. Thus, “variable 
annuities” and other pension devices 
which merely involve substantial switch- 
ing to common stock investments (and 
which then imply that the whole task is 
done) are “hit-or-miss” techniques 
which offer little certainty of honoring 
all pension promises. 

The case for and against common 
stocks hardly needs restating here. 
Suffice it to say that common stocks 
were favored for their superior profit- 
ability by many trusteed pension funds 
and by some life insurance companies 
long before “variable annuities” were 
conceived. Common stocks will continue 
to be popular so long as they promise 
a greater net return (taking account of 
net capital gains as well as dividends) 
than alternative investments. 

However, with pension contributions 
controlled and limited at “reasonable” 
levels to protect the employer, and with 
benefits made “adequate” in terms of 
purchasing power to protect the em- 
ployee, even a highly profitable pension 
investment program may not increase 
assets enough so that they at least equal 
liabilities. There may be a “deficit” that 
will have to be reckoned with one way 
or another. 

In the January 1961 issue of TRustTs 
AND Estates, Dr. Dan McGill outlined 
traditional remedies for bringing assets 
and liabilities into line, to wit, pay more 
money by raising pension contributions. 
This is a bitter pill for an employer to 
swallow, especially if he is doomed to 
discover a few years hence that, while 
his additional contributions have in- 
creased his assets, simultaneously infla- 





tion has increased his liabilities, and 
another “deficit” has materialized so 
that he must make yet another additional 
contribution — and so on — and so on 
— on an endless treadmill. 


Reducing Liabilities 


An employer deserves more consid- 
eration than this. Raising assets to equal 
liabilities is only one way of striking 
an actuarial balance. An employer does 
have a second course of action available 
to him. He can (1) determine the pres- 
ent and future worth of the assets of 
his plan, bearing in mind the particular 
investment program to be pursued ; 
(2) value the present and future liabili- 
ties of his plan realistically, allowing for 
the necessity of providing adequate pur- 
chasing power benefits in the face of 
rising price levels and of rising popular 
expectations with regard to pensions; 
and then, (3) cut back the liabilities of 
his plan until they are less than or equal 
to the assets of his plan by setting the 
ages to be used for normal retirement 
where they can be “afforded.” 

Liabilities can readily be cut back 
very drastically if age 65 is not adopted 
automatically as the normal retirement 
age, with hardly a moment’s thought 
being given to the cost and profit im- 
plications of such a move. Age 65 is a 
habit. It has no scientific justification 
whatsoever . . . on a dollars-and-cents 
basis . . . as far as the author has been 
able to discover, despite some far-flung 
enquiries. Nor can it have any social 
justification if it is inimical to honoring 
the pension promises understood to be 
made to employees and employers alike. 

Other considerations can be settled 
first. The pension plan can be designed 
so that it will really do the jobs the 
employer expected it to do when he first 
began to pay good money for it, but 
without exceeding his “reasonable” cost 
limits, and all the while providing every 
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employee with real security via “ade. 
quate” benefits. Then, finally, when 
those essentials have been taken care of. 
the ages to be used for normal retire. 
ment can be set where they can be 
“afforded,” on a sound actuarial basis. 
that will stand the test of time indef. 
nitely. 


Precedents Exist 


Some pension plans have already 
taken steps in these directions. The 
author has done actuarial work on 
several “cost-of-living” pension plans jn 
the United States, and he recently helped 
introduce Canada’s first “purchasing 
power” pension plan. This latter plan 
was “registered” for income tax pur. 
poses in late 1960, and effectively limits 
costs and keeps assets equal to (or in 
excess of) liabilities partly by an invest 
ment program specifically tailored to 


pension needs, but partly also by nudg. 


ing up the age of normal retirement for 
men to 68. This age was chosen as the 
normal retirement age for the particu. 
lar group of employees concerned after 
extensive actuarial calculations had been 
made to ascertain what age could be 
“afforded.” These calculations included 
conservative provision for the impact of 
possible future inflation on both assets 
and liabilities. 


While no employer may wish to “car. 
bon copy” any of these existing plans, 
and while there is no single magical age 
for normal retirement that will best 
serve all situations, at least these plans 
do point out some of the possibilities 
open to an employer. He must resolve 
the details of his own plan in the light 
of his own circumstances, and in rela- 
tion to the particular requirements of 
his own pension plan administrator, be 
it a corporate trustee, a life insurance 
company, a mutual fund, or a combina 
tion of two of these. 


However, every employer who wishes 
to try both to boost pensions to “ade 
quate” levels, and to hold down costs to 
“reasonable” amounts, can indeed read- 
ily do both at once if he is willing to 
reconsider his retirement practices with 
an open mind. 


This is the way to honour the pen 
sion promise of real security .. . for an 
employee would either be employed ot 
else he would have an adequate pension. 
It is likewise the way for an employer 
to ensure that the promises of his pet 
sion plan to himself — fulfilled objec- 
tives. and costs that are at all times con 
trolled and limited — will also be 
honored. 
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This < -thoritative 94-page book has just been published 
and is » vailable without charge to professional men. Written 
by Alden Guild, J.D., in collaboration with Deane C. Davis, 
Presid at of National Life of Vermont, and David F. Hoxie, 
Associ»!e Counsel of the Company, it is a useful guide to the 


succes. jul formation and funding of professional-partner- 
ship purchase agreements. 


Just published... 
available to 
Lawyers and Trust 


Officers 


A complete 
analysis of 
professional- 
partnership 
purchase 
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PARTIAL LIST OF SUBJECTS OF 
PARTICULAR VALUE TO YOU AND 
YOUR CLIENTS 


* Entity-Purchase and Cross-Purchase Plans . 

A detailed discussion of the advantages and’ dis- 
advantages of each. 

* Valuation ...A study of alternative methods, 
and the importance of reaching agreement. 

* Tax Considerations . . . Complete analysis of 
how purchase payments and insurance funding 
may affect income and estate taxes. 

* Role of a Trustee ... Examples given to illus- 
trate the benefits of impartial administration for 
certain situations. 

* Specimen Agreements . . . Entity and Cross- 
Purchase Agreements, with and without a Trustee. 
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2TNERSHIY 
PROF ESSION yL-PART NERS 


puRCH ASE PLANS 


Written by attorneys, this comprehensive new book pro- 
vides most of the information you might need in developing 
sound purchase agreements for personal-service or pro- 
fessional partnerships. Citing relevant and recent tax 
rulings, the book discusses both the advantages and dis- 
advantages of Entity and Cross-Purchase Plans, how Val- 
uation may best be made, tax considerations and the role 
of a Trustee. In addition a number of Specimen Agree- 
ments are included and discussed. 


If you are familar with an earlier book by the same 
authors — Stock-Purchase Agreements and The Close 
Corporation — you will realize how valuable this new 
book can be to you and your clients. It is written in the 
same clear style and will bring you up to date on recent 
developments in professional partnership practices, tax 
interpretations and life insurance procedures. 


For a complimentary copy, write (on your business or 
professional letterhead, please) to National Life Insurance 
Company, Montpelier 7, Vermont. 


National Life 
Insurance Company 


MONTPELIER 7 


VERMONT 


Founded in 1850 - A Mutual Company - Owned by its Policyholders 
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you can add one of the broadest International Banking 
Departments in the country...without adding to your payroll 


Use Continental’s International Banking Depart- 
ment as your own...and gain access to some 
33,500 banking offices in the Americas, Europe, 
Near East, Far East—everywhere! Continental is 
literally a “‘world of banks.’ Our large and expert 
staff is experienced in every phase of international 
banking, and stands ready to serve you and your 


customers in a host of ways. For instance: Informa- 
tion on foreign political and economic conditions, 
Commercial Letters of Credit, Export Collections, 
Foreign Exchange, Remittances, Credit Reports. 
And if you have a specialized need, we have the 
facilities to handle it. Your inquiry will be most 
welcome. Phone us at STate 2-9000, Chicago. 


CONTINENTAL sitovs. BANK 
NATIONAL 
AND TRUST COMPANY OF CHICAGO 

Member F. D. l. C. Lock Box H, Chicago 90 
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The Exercise of Discretion 


Judicial Guidance One of Four Suggested 


Protections for Fiduciary 


ECAUSE OF THE RAPIDITY WITH 
B which our society changes and be- 
cause of the intricacy and growing com- 
plexity of our tax laws, there is an in- 
creasing tendency in estate planning to 
saddle the fiduciary with discretionary 
duties. This is a logical trend, for flexi- 
bility should be the keynote of planning 
in this era. Yet it often places a severe 
burden on the fiduciary who, in a flex- 
ible plan, is asked to be the decision- 
maker.* 

It does not take much imagination to 
understand that a fiduciary having wide 
discretions might be subjected to harass- 
ment. He might be confronted by an 
occasional irate beneficiary, one com- 
plaining that a discretion had been exer- 
cised unfairly and another that there 
had been a refusal to exercise a discre- 
tion. 

Admittedly, the exercise of such dis- 
cretions carries with it a heavy re- 
sponsibility. Yet, corporate fiduciaries 
cannot well refuse to accept such 
powers.; The problem, then, is how to 
secure the maximum reasonable protec- 
tion in exercising such difficult func- 
tions, without limiting the flexibility 
which the testator or donor wishes to 
effect. I suggest that trust divisions of 
bankers associations might make the 
subject a continuous, major area of dis- 
cussion and investigation. 

Let’s face it. There is danger in ac- 
cepting wide discretionary powers. It 
seems well settled that exculpatory pro- 
visions are not always fully effective. 
That is, the mere granting .of discre- 
tion gives no warrant for its abuse, and, 
however arbitrarily a fiduciary is au- 
thorized to act, there are limits beyond 
which he cannot be arbitrary. 

In the face of this danger, how is the 
corporate fiduciary to protect itself 
against surcharge for abuse of discre- 





Extracts from address to Trust Division, Arkan- 
sas Bankers Association, April 27, 1961. 

*See Mr. Wormser’s article in T&E, Nov. ’60, p. 
1016, for discussion of the types of powers to im- 
Plement discretion.—Ep. 


tSee Mr. Wormser’s article on this subject in 
T&E, Jan. 56, p. 8.—Epb. 
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tion? There are four approaches to a 
solution of this problem: 


1. an_ insistence 
draftsmanship; 

2. whenever possible, securing guid- 
ance from the testator or donor; 

3. careful record-keeping; and 

4. an attempt to receive guidance 
from the judiciary. 


upon protective 


Protective Draftsmanship 


In those instances in which a corpo- 
rate fiduciary does not know that it is 
named in a will until the death of the 
testator, there is not much to be done 
except to examine the will and decide 
whether there is such grave danger in 
the wording of the discretionary provi- 
sions that the appointment cannot be 
accepted. If there seems to be such 
severe danger that the appointee would 
be inclined not to exercise the discre- 
tions or to exercise them in a safe, 
mechanical way which the testator 
would not have wished, it would not 
be fair to accept the appointment. There 
may be cases, of course, in which a 
discussion with the family might create 
an atmosphere making it seem possible 
to take whatever risk is involved in a 
truly discretionary exercise of the kind 
which the testator would have wished. 
In any case, however, the decision to 
accept or reject should be made with 
courage. Some risk should be taken, I 
believe this is the social duty of corpo- 
rate fiduciaries. 


Whenever possible, when a corporate 
fiduciary knows it is to be appointed in 
a will, it should insist upon an examina- 
tion of a draft of the will for the purpose 
of doing what it can to strengthen its 
position without frustrating the wishes 
of the testator. This would be automatic 
in the case of a living trust. Among con- 


structive pieces of draftsmanship might 
be: 


1. including the strongest possible 
exculpatory clauses; 

2. including expressed criteria of 
exercise in the will itself, when this 
fits the plan; and 

3. naming persons with whom the 


fiduciary is asked (not required) to 
consult before making a discretionary 
decision. 


This last type of provision should be 
highly protective. If, for example, the 
will asks a trustee to consult the widow 
or a parent before sprinkling among her 
family or before accumulating income, 
and the trustee does so consult and make 
a record of her advice and acts upon it 
after careful consideration, I cannot be- 


lieve a court would accuse it of abuse of 
discretion. 


Guidance from Testator or Donor 


Some corporate fiduciaries like, and 
others dislike, an accompanying preca- 
tory memorandum from the testator or 
donor expressing the principles upon 
which he would wish the discretions to 
be exercised. I believe such memoranda 
should be helpful. Such a memoranda 
generally would be admissible in evi- 
dence providing it were executed about 
the same time as the controlling instru- 
ment itself. It is rather a normal rule of 
interpretation that an instrument be 
examined in relation to the surrounding 
circumstances and all reasonable evi- 
dence of the intention of the testator or 
donor. 

A memorandum from the testator or 
donor should not be followed slavishly, 
however. The trustee should keep itself 
as closely informed of pertinent current 
circumstances as reasonably possible and 
make its decision upon the facts it finds, 
guided by the expressions of principle 
in the memorandum. 

In place of an actual memorandum, 
a recorded discussion with the testator 
or donor should be extremely useful. 
Indeed, some discussion with him would 
seem highly advisable, in any case. The 
fiduciary should have a reasonably clear 
idea what the testator or donor has in 
mind. Are tax benefits to be all-impor- 
tant? Has he predilections which should 
be observed? Does he distrust some rela- 
tives? Does he believe in treating his 


- children munificently, or does he believe 


in giving them mere security? Is he con- 
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cerned primarily with his wife’s welfare, 
or does he want to be sure that his 
children are well taken care of, or his 
grandchildren ? 


Where a sprinkling group consists of 
a parent and issue, should the parent’s 
wishes be followed, excepting extra- 
ordinary circumstances? And what 
would be such extraordinary circum- 
stances? Where the sprinkling group is 
all of one class (for example, “chil- 
dren”) what factors should be taken into 
consideration in deciding among them? 
When and to what extent should income 
be accumulated? Should the trustee take 
into account the outside financial cir- 
cumstances of the beneficiaries? What 
is more important, growth of principal 
or production of high income? When 
should (how much) principal be paid 
to a spouse? To children? To grand- 
children? Under what conditions should 
the trust be terminated by paying out 
all the principal, if this is permitted by 
the instrument, and, if so, then to whom? 
What special factors relating io any 
beneficiary should be taken into ac- 
count? Etc. 


A Guidance 
Master-List 


A corporate fiduciary might well com- 
pose a master-list for the purpose of 
eliciting the standards which the testa- 
tor or donor might wish to be applied in 
the exercise of the trustee’s discretion. 
This could contain a great variety of 
criteria, assembled out of the experience 
of the fiduciary in meeting difficult exer- 
cise problems. Only a small part of the 
list might be applicable to the document 
at hand and this part alone could be 
checked off for discussion with the 
testator or donor, after which the 
answers could be converted into a 
memorandum for his signature or for 
deposit in the fiduciary’s own records. 


Record-Keeping 

Not only should conversations with 
the testator or donor be recorded for 
reference but a careful record should 
be made of all discussions relating io 
any discretion exercise, whether these be 
inside the fiduciary’s office or with mem- 
bers of the family or outsiders. It seems 
generally the rule, in the case of invest- 
ment discretion, that a trustee is not 
surcharged if he has given careful 
thought to a decision. The decision may 
be wrong but the fiduciary obligation is 
basically one of thoughtfulness and care. 

And so, if it appears that, before mak- 
ing a discretionary decision, the trustee 
has sought properly to inform itself and 
that conferenees have been had and rea- 
sonable investigations made, a record 
of such proceedings should go very far 
toward persuading a court that the dis- 
cretion has been properly exercised. 


Guidance from 
Judiciary 


There may be instances in which an 
application to the appropriate court 
might precede an exercise. It seems gen- 
erally the position of the courts that a 
fiduciary must act before asking ap- 
proval. However, the area under discus- 
sion is not analogous to ordinary dis- 
cretions—to the investment discretion, 
for example. It seems to me that the 
courts must recognize that new mechan- 
isms have come into use on a wide 
scale which entail considerable hazard 
for the fiduciary. They should be more 
generous in receiving requests for ap- 
proval in advance. 

Perhaps a fiduciary, faced with a very 
difficult exercise, should be able to come 
to the court and say: “We have con- 
sidered carefully, and this is our deci- 
sion—however, as the matter is of great 
moment and there are conflicting inter- 
ests, we would like approval of our de- 





cision.” The difficulty would be, of 
course, that all interested parties would 
have to be joined in such a proceeding 
and a very acrimonious and unpleasant 
hassle might ensue. Moreover. such pro- 
ceedings would be costly. 

I suggest, therefore. that some effor 
should be made in each State to secure 
guidance, in at least generalities, from 
the courts. Whatever the difficulties of 
getting action of this kind from the 
judges, it would be wise for Trust Divi. 
sions to approach the controlling judges 
with a request that they publicly utter 
some principles of guidance. It might 
be advisable to list a set of such prin- 
ciples for submission, and to devise such 
a list would require much thought and 
study. 

Perhaps this is an avenue of help with. 
out much hope, but it seems worth try- 
ing. There should be some chance that 
the judges would recognize that here is 
something comparatively new, that there 
is insufficient guidance in existing cases, 
that there is involved a very desirable 
public benefit in fiduciary acceptance 
of the wide discretions under discussion, 
and that it would be to the public bene. 
fit to give some protection to the fiduci- 
ary who accepts such duties, by an- 
nouncing principles upon which the 
courts would review its actions. 

At any rate, the wide discretion is 
here to stay. It almost inevitably re. 
quires the services of corporate fiduci- 
aries. A subject for intensive and con- 
stant study by Trust Divisions should be 
how this now necessary function can be 
fulfilled with reasonable safety and in 
satisfaction of the testator’s or donor's 
plan. Further study might be given to 
the problem of how to alert the Bar to 
the advisability of discussing the draft- 
ing of discretionary clauses with a pro- 
posed corporate fiduciary before the 
execution of a will. 
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Let INA backstop your tax errors and omissions 


(We’re the American company that will!) 























To err is human, but when error allows real estate OO 4 
. INA, World Headquarters 
taxes on a mortgage property to lapse, it can cost you . 
ee yOu | Dept. TE-9, 1600 Arch St., Philadelphia 1, Pa. 
a pretty penny. When the error permits a lapse in Gentlemen: Please give me further details on 
mortgage insurance, the penny can be even prettier. | INA’s Errors & Omissions Policy. 
| 
° ° ° ° N 
To protect you against errors & omissions in real | 
, | Firm 
estate taxes or mortgage insurance, INA offers an ves 
Ten! . . . . ress 
Errors & Omissions Policy—only one available with {| | 
thi aan . { City Zone State 
is new provision through a U. S. company. | pgent or Greher 
. 2 I 
Ask your broker or any INA agent about this un- =| Aa“ress 
usual protection, or send us this coupon. I scr LEON eR TET 


INSURANCE BY NORTH AMERICA 


Insurance Company of North America 
Life Insurance Company of North America 
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A TRADITION OF SERVICE 
THAT BEGAN WITH THE WEST 


Let the oldest Trust Company in 
California serve your fiduciary 


needs. Your inquiries are invited. 
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PARKE-BERNET 
GALLERIES, Inc 


980 MADISON AVENUE 
NEW YORK 21 


SPECIALISTS IN THE 
LIQUIDATION OF ART 
LITERARY AND OTHER 
PERSONAL PROPERTY 
AT PUBLIC AUCTION 


From 
Distinguished Sources 
AND 


PARKE-BERNET : Inc 


MACHINERY, SURPLUS ak 
REAL ESTATE DIVISION 


A Subsidiary 


For Public Auction Sales 
throughout the United States 
of all types of industrial prop- 
erties, products, materials, 
government surplus, real 
estate, etc. 
































Write for information 
regarding the Parke-Bernet 
method of selling personal or 
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ESTATE PLANNING COUNCIL ACTIVITIES 


Two new councils have been organ- 
ized recently. A group of 30 trust off- 
cers, certified public accountants, char- 
tered life underwriters and attorneys 
have formed the Gary (Ind.) Estate 
Planning Council. Lyle H. Whitledge, 
trust officer, Gary Trust & Savings Bank, 
was elected president. Other officers of 
the new council are: Vice Pres. — Bur- 
ton D. Wechsler, attorney; Sec. — Eu- 
gene C. Hicks, underwriter; Treas. — 


John V. Kettas, C.P.A. 


Raymond R. Todd, vice president and 
trust officer of Capitol National Bank in 
Austin, was elected president of the new- 
ly organized Estate Planning Council of 
Central Texas, composed of about 40 
charter members. Nine monthly meet- 
ings are planned for each year, with one 
open to the general public and featur- 
ing a speaker discussing a topic of cur- 
rent interest. 


Other officers of the Council are: First 
Vice Pres. — William B. Hilgers, attor- 
ney; Second Vice Pres. — J. Chrys 
Dougherty, attorney; Sec. — Wesley 
Mulhollan, C.P.A.; Treas. — Hosea 


Warren, life underwriter. 


Hawaii (Honolulu) — “Joint Owner- 
ship of Property” was discussed by 
Charles A. Gregory, attorney, at the 
August 17 meeting. 

Calumet (Hammond, Ind.) — The 
following were recently elected officers: 
Pres. — Palmer C. Singleton, Jr., at- 
torney; Sec. — Leo R. Boyle, trust ofh- 
cer, Calumet National Bank; Treas. — 
Joseph F. Glotzbach, C.P.A. 

Boston, Mass. — Robert B. Whitte- 
more, life underwriter, was recently 
elected president of the Boston Estate 
and Business Planning Council. Other 
officers are: First Vice Pres. — George 





Three of the officers of the new Estate Plan- 
ning Council of Central Texas (left to right) 
William B. Hilgers, first vice president; 


_ Raymond R. Todd, president; Hosea War- 


ren, treasurer. 






S. Lawler, C.L.U.; Second Vice Pres, — 
Donald Smith, attorney; Treas. — Kep. 
neth Howes, Jr., assistant vice president 
estate planning division, Boston Safe 
Deposit & Trust Co.; Sec. — Herman 
Stuetzer, Jr., C.P.A. 

Flint, Mich. — Elected officers of the 
Council are: Pres. — Cy G. Lewis, 
C.L.U.; First Vice Pres. — Jack Mil. 
house, C.P.A.; Second Vice Pres. — 
Chester H. Keeler, assistant trust officer 
Citizens Commercial & Savings Bank; 
Sec.-Treas. — M. Harry Piper, trust off. 
cer, Genesee Merchants Bank & Trust 
Co. 

Tulsa, Okla. — The following officers 
have been elected for the coming year: 
Pres. — John L. Arrington, Jr., attor. 
ney; Vice Pres. — G. Douglas Fox, at- 
torney; Sec. — A. B. Drouot, vice presi- 
dent and trust officer, National Bank of 
Tulsa; Treas. — Noel Kirch, C.P.A. 

Lakehead (Ontario, Canada) — Ewen 
M. Jellett, manager of Royal Trust Co., 
Port Arthur, was recently elected presi- 
dent of the Council. It was incorrectly 
reported in the July issue of Trusts & 
Estates that Mr. Jellett was the manager 
of another bank. 

Dayton, Ohio — As an innovation for 
the coming season, the program commit- 
tee is appointing one trust officer and 
one life underwriter to report briefly al 
each meeting on new developments in 
the respective fields. 

Spokane, Wash. — Samuel J. Foos- 
aner will conduct the Council’s annual 
seminar on October 27. Mr. Foosaner, 


- of the Newark, N. J. law firm of Foos- 


aner, Saiber and Schlesinger, is Federal 
Tax Editor of Trusts anp Estates. He 
has been a special tax lecturer at some 
12 North and South American universi- 
ties. 

More than 150 accountants, attorneys, 
life underwriters and trust officers are 
expected to attend the Council’s seminar. 
Each year since the Council was formed 
in 1952 a nationally known speaker is 
invited to address the members on some 
phase of estate planning. 


A A A 
e Philip O. Gentry, vice president in the 


trust department at Harris Trust and 


Savings Bank, Chicago, was recently 
elected president of the Central DePage 
Hospital Association board of DuPage 
County, Ill. Gentry, who has been with 
Harris Bank since 1927, is a charter 
member of the association and has 
served as its treasurer since its incep- 
tion three years ago. 
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National Trust School Holds 
Second Commencement 


The class of The National 
Trust School at Northwestern University 
was graduated August 25. The School 
is sponsored by the Trust Division of 
The American Bankers Association, 

This year’s student body of 218 came 
from 43 states and Japan and represent- 
ed banks in every size group. All studied 
fundamentals of trust business, later 
majoring in either trust administration 
(155 students) or trust new business (51 
students) as taught by the 85 faculty 
members. 

Women were admitted this vear, and 
11 attended. Also, 12 bankers returned 
for postgraduate work. 

The School is a one-time course con- 
ceived to fill the gap between the courses 
of the American Institute of Banking 
and those of The Stonier Graduate 
School of Banking. 

A A A 


second 


MeLean Succeeds Howard as 
Trust Division Secretary 


In order to coordinate planning and 
activities among departments with simi- 
lar interests at the national headquar- 
ters of The American Bankers: Associa- 





GORDON A. MCLEAN 


ROBERT G. HOWARD 


tion, two staff changes became effective 
on September 1. Deputy Manager Ro- 
bert G. Howard, who has been secretary 
of the Trust Division and director of 
the Public Relations Committee, will re- 
linquish his responsibilities in the Trust 
Division and will assume senior staff 
supervision of Public Relations, the 
News Bureau, and the Advertising De- 
partment. On February 1, 1962, upon 
the retirement of Senior Deputy Man- 
ager William R. Kuhns as editor of 
“Banking,” journal of the Association. 
Mr. Howard will exercise similar super- 
visory responsibilities with respect to 
that publication. 

Dr. Gordon A. McLean, who has been 
secretary of the Economic Policy Com- 
mittee in the Department of Economics 
and Research, will become deputy man- 
ager and secretary of the Trust Division. 


Mr. Howard joined the A.B.A. and 


has been secretary of the Trust Division 
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Permanent officers of the Class of 1961 at The National Trust School 








e 


(from the left): 


Robert F. Perkins, assistant trust officer, National Shawmut Bank of Boston, Treasurer: 
William J. Lonergan, assistant examiner, Federal Reserve Bank of Boston, Secretary: 


Lawrence E. Robinson, 


administrative assistant. 


LaSalle National Bank, Chicago, Vice 


President; and Harris C. Aller, Jr., assistant trust officer, Fidelity-Philadelphia Trust Co., 
President. 





since Jan. 1, 1960. Dr. McLean joined 
the staff on October 1, 1959, having 
served for two years as chief of the Divi- 
sion of Research and Statistics of the 
New York State Banking Department. 
A mB A 
Trust Assets, EARNINGS, Up 
IN WASHINGTON 


Assets of trust departments in state 
chartered banks in Washington rose 
from $96.6 million in 1959 to $165.8 
million in 1960. Of the latter amount in- 
vestments accounted for $118 million. 
The breakdown by type of account 
shows that private trusts increased from 
$70.7 to $80 million and court trusts 
decreased from $9 to $7 million. Per- 


sonal trusts as a whole, therefore, made 
a net increase of about $8 million. On 
the other hand, corporate trusts rose 
from $4.6 million to $33 million and 
trusteeships under bond and note issues 
from $11.9 million to $45 million. 

Trust department earnings for 1960 
amounted to $392,018 compared to 
$364,305 the previous year. 


A A A 

e Royal Trust Co., Montreal, had added 
two mortgage funds to its portfolio for 
pooled investment funds for pension 
trusts. The two funds are for National 
Housing Act and conventional mortgages 
respectively. The units started at $100 
and can be issued or redeemed on a 
monthly basis. 








Wha 





Pom @sts SN ae — 


The National Trust School’s second annual session at Northwestern University last month 
included for the first time 11 women students among its enrollment of 215. 

Left to right, first row: Margaret B. Williams, The Philadelphia National Bank; Marie 
H. Harrold, First National Bank in Greensburg, Pa.; Doris R. Kunkle, Third National 
Bank of Ashland, Ky.; Ann E. Lauris, Worcester County National Bank, Worcester, Mass. 

Second row: Arlene M. Blewett, Bank of America, Beverly Hills, Calif.; Nora B. 
Birdsall, First Western Bank & Trust Co., Pasadena, Calif.; Jo Anne Valentine, Lincoln 
National Bank & Trust Co. of Fort Wayne, Ind. 

Third row: Eva W. Barrow, First National Bank of Birmingham, Ala.; Marjorie L- 
Taylor, Midland National Bank of Billings, Mont.; Pauline H. Sterni, North Adams (Mass. 
Trust Co.; Shirley K. Marshall, Atlantic National Bank of Jacksonville, Fla. 
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Lifeblood of industrial growth... 
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Gnxmerey. ee The progress of our national economy depends upon 
a continuous supply of energy for homes and industry. Today, 30 per cent 
of this energy comes from natural gas, delivered on the spot by a nation- 
wide system of pipelines. > Texas Gas is a leading force in the modern 


miracle of gas transportation throughout the rich heart of mid-America. 


To industries seeking abundant supplies of economical gas energy, as TE >. F- <-> GAS 


well as advantageous location, transportation facilities and labor, TRANSMISSION CORPORATION 
Texas Gas recommends the strategic eight-state region which it serves. Offices: Owensboro, Kentucky 





¢ Houston, Texas 
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CHEMICALS AN INDUSTRY 
ON THE MEND 


There are definite signs that the chem- 
ical industry is resuming its historic 
growth trend. Although there have been 
short interruptions over the past two 
decades it has grown roughly twice as 
fast as the total U. S. economy. (Over- 
all industrial production has grown at 
an average of 314% annually since 1941 
while in this same period the chemical 
industry gained 7° a year.) An inter- 
ruption came in 1959-1960 because of 
the same profit squeeze that hurt thou- 
sands of companies, The chemical indus- 
try had to face severe competition from 
both within and without which forced 
down prices of many products, particu- 
larly plastics. Chemical companies have 
often cut prices to broaden markets, but 
the latest surge of competition slashed 
prices faster than costs could be ad- 
justed, 

These developments, coupled with a 
flattening out in earnings in the last 
few years did not go unobserved by in- 
vestors and, starting in 1959, chemical 
securities began to lose their appeal as 
growth stocks. As a result, at 1960 lows 
the ten chemical stocks used in the 
Merrill Lynch index were 30% below 
the 1959 high whereas the index of 540 
stocks was down only 12%. Recently 
chemical stocks have begun to regain 
some of their former investment appeal 
and by August 1961 they had recovered 
some 70% of their losses. 

Chemistry never stands still; for the 
past 15 years over $1 billion a year has 
been invested in new and improved fa- 
cilities, Despite falling off in profits, the 
industry poured $1.6 billion into new 
plants in 1960 and 1961 budgets call 
for an all-time record of over $1.7 
billion. 


Research, an outstanding characteris- 
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tic of this field, calls for some $700 mil- 
lion annually, which explains why some 
30%-40% of current sales are derived 
from products not even on the market 
five years ago. Because possible chemi- 
cal combinations are literally limitless, 
many new products developed have no 
apparent immediate market, but the 
versatility of the industry is the major 
reason why future growth seems almost 
assured, with a continuing parade of 
new products for the home, farm and 
industry. 

These are some of the indicated rea- 
sons for a steady growth in sales pro- 
jections. Total sales were $4.9 billion in 
1940. They rose to $16 billion in 1950 
and a new high last year of approxi- 
mately $26 billion. If the industry main- 
tains this rate of growth, sales could 
reach $54 billion by 1970. Behind this 
growth will be the stimulus of expand- 
ing research — today chemical compan- 
ies spend 3 cents of every sales dollar 
for research compared with an average 
of one cent for all U. S. industry. 


Not all segments of the chemical in- 


dustry will grow at the same pace. In- 


the next decade entirely new product 
lines may expand into large industries in 
much the same way as did petrochemi- 
cals. At present the fastest growing ma- 
jor fields appear to be plastics, synthetic 
fibers, agricultural chemicals and indus. 
trial gases. 

Plastics probably is the most dynamic 
area as well as one of the most competi- 
tive; once considered cheap substitutes 
for scarce materials, they have now 
gained wide acceptance because of their 
merits. Constant breeding of new prod- 
ucts and obsolescence of older ones is 
characteristic of this highly competitive 
line. Plastics like cellulosics and phen- 
olics seem to have reached maturity, 
while others like the vinyls, polyethylene 
and styrene seem to offer further poten- 
tials. The newer ones, polypropylene and 
polyurethane, have shown big _per- 
centage gains and still appear to have 
outstanding possibilities. Meanwhile, 
other new plastics on the way include 
the polycarbonates of General Electric 
and Mobay Chemical and the polyform- 
aldehyde family represented by Delrin 
(du Pont) and Celcon (Celanese). (Du 
Pont has filed a suit seeking to enjoin 
Celanese from production of Celcon al- 
leging patent infringement.) The con- 
stant introduction of new _ products 
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causes plastics to expand faster but at 
the same time it makes the field ever 
more competitive. With a forecast that 
they will continue to replace conven- 
tional materials, many observers predict 
that plastics volume will double in the 
next decade. 

Synthetic fibers represent another 
segment which should continue to show 
substantial growth. Use has increased 
from 35 million pounds in 1945 to 613 
million in 1960. Many man-made fibers 
have penetrated and revolutionized the 
textile industry and as they are further 
improved, they invade other fields. For 
the most part, synthetics have grown at 
the expense of other fibers and are 
gradually overtaking the  cellulosics 
(rayon and acetate). Although the lat- 
ter were the first successful man-made 
fibers, they are not considered true syn- 
thetics. In recent years cellulosic con- 
sumption has remained more or less 
steady, while synthetics have shown 
steady gains. 

The synthetic fiber industry got its 
start with introduction of du Pont nylon 
before World War II. Its growth has 
been phenomenal. Large gains have also 
been made by the acrylic fibers — Or- 
lon, Acrilan, Dynel, Creslan, Verel and 
Zefran, with Orlon and Acrilan account- 
ing for a very substantial percentage of 
the total. The polyester family (Dacron, 
Kodel, Fortrel and Vycron) used mostly 
in blends, is expected to increase 100% 
by 1965. With a growing tendency to- 
ward tailor-made fibers to meet specific 
needs, developments over the next few 
years are apt to come in the form of 
improvements or blends of existing fi- 
bers rather than introduction of entirely 
new ones. In any case there is little 
doubt synthetics will continue to grow. 
Consequently, total synthetic consump- 
tion which reached 613 million pounds 
in 1960 can be expected to exceed the 
billion pound mark by 1965. 

Agricultural chemicals should contin- 
ue to be an expanding and profitable 
business for chemical producers. Since 
1940 the American farmer has more 
than doubled his harvest, despite fewer 
hands and fewer acres. One reason is 
use of farm chemicals, many more of 
which will be needed inasmuch as losses 
from insects, disease and weeds still run 
into billions of dollars. In addition, ris- 
ing world population will increase de- 
mand for plant foods. Chemical firms 
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are deeply interested in specialty farm 
chemicals because these herbicides, fun- 
gicides and insecticides are high-profit 
items. The large companies produce the 
basic chemicals anyway; if they can 
upgrade them into farm chemicals, these 
can be very profitable. Sales of these 
chemicals totaled $285 million last year 
reach $1 1975. 
While it would represent a small part 


and could billion in 
of over-all chemical sales, it would be 
a highly profitable sideline. 

Industrial gases represent still another 
fast-growing sector which has expanded 
in recent faster than the 


years even 


industry itself. A major reason has been 
expansion in oxygen sales to the steel 
industry where, despite the low 1960 
operating level of steel. use of oxygen 
rose. Steelmakers find that oxygen use 
in open hearth furnaces cuts costs. The 
chemical industry’s demand for oxygen 
is also increasing, as is medical con- 
sumption and total demand should rise 
70% by 1965. 

Hydrogen is used to produce vege- 
table oils and also finds use in elec- 
tronics in treatment of specialty metals. 
Liquid hydrogen in missiles is expected 
to multiply at least five times by 1965, 
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as well. Total hydrogen demand should 
more than double. 

Meanwhile. nitrogen has won wide 
acceptance in steelmaking, space appli. 
cations, electronics and chemicals, The 
use of argon in welding, aircraft, ele. 
tric lamps and electronics is up. Thy 
total demand for industrial gases shoul; 
rise considerably over the next fey 
years. 

Aside from these fields. continuing 
research in special metals such as Ps 
conium, tantalum, beryllium and coluy, 
bium promises further growth. 

While there is no doubt about chey. 
ical growth, there is no assurance profit 


will do as well. There are a number oj > 


problems to be faced now and tomor. 
row. One is stiff competition implici 
in the very nature of the industry with 
new products appearing constantly. For 
example, Dacron has grown at the e 
pense of cotton and wool but some o 
Dacron’s growth has been achieved 4 
the expense of rayon and nylon. Poly. 
ethylene has replaced paper and othe 
materials but has also invaded the cello. 
phane market. This kind of competi 
tion leads to a slowing of growth in the 
earlier product and it may change frov 
a specialized high-profit area to a lower 
profit volume item. 

An increasing number of companie 
are competing for markets, not onl 
chemical companies but others in te. 
lated industries like oil and rubber, a 
well as industrial giants which diversifi 
into chemicals. As du Pont points out: 
“the growing markets are split into 
many pieces. Competition develops mor 
rapidly and profit margins are mai 
tained for shorter periods of time. 
Finally, no one knows as yet the im 
pact of the many new U. S. chemical 
plants abroad. Says one top chemicd 
executive: “The competitive scrambl 
for markets has had profound effects o 
marketing and selling practices, all i 
the direction of higher marketing costs. 

Meanwhile, vital research and deve! 
opment must be continued as well # 
high capital expenditures to turn ol! 
new products and keep plants efficient. 
However, technological know-how pli 
renewed efforts to reduce expenses wil 
help offset some of these costs. As usual 
there will be pressure on profits in pe 
riods of declining business. Even 80, it 
tegrated companies with strong research 
and marketing positions will do bette! 
than the industry as a whole and cot 
siderably better than the over-all eco 
omy. 

As the result of heavy depreciatio 
charges, cash flow is usually large. Profi 
margins generally are high compared 
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industries. Because of 
huge plant ‘»vestment and relatively 
fxed operati< costs, chemical profits 
tend to expa’! even more rapidly than 
sales in a busness recovery. The indus- 
iry seems t be presently in such a 
period. 

In the second quarter of 1961 chem- 
ical operation continued to show im- 
provement, I ‘iecting the upward trend 
of the econoriy. Despite lower prices, 
second quarter sales of many leading 
companies showed increases over the 
sood second quarter of 1960; in fact, 
yi Pont and Monsanto were able to 
reach new hisioric peaks. Earnings did 
not register a similar performance, as 
the gain in sales was not able to offset 
pressure of competitive pricing coupled 
with increased costs and higher research 
and marketing expense. Actually, second 
quarter earnings comparisons with like 
1960 quarter varied widely from com- 
pany to company, depending on the im- 
pact of trends in the particular indus- 
tries served. 


to most oth 


Early third quarter trends followed 
the usual seasonal pattern of somewhat 
slower activity caused by plant closings 
for the vacation period. With this period 
over, major units are optimistically an- 
ticipating that sales volume will con- 
tinue to rise over the next several 
months. Profit margins have stabilized 
and are now showing some improve- 
ment. Earnings in the last half are ex- 
pected to reflect higher sales and are 
projected to show quite satisfactory 
gains over the rather poor results re- 
corded in the last half of 1960. Despite 
the lower first half, full year 1961 earn- 
ings should be about the same or in 
some cases even better than those of 
1960. With more than adequate facilities 
and aggressive marketing efforts the 
chemical industry is in an excellent posi- 
tion to extend recent gains. Under pres- 
ent economic conditions chemical shares 
seems reasonably evaluated in relation 
to the indstry’s long term capabilities. 

Joun W. SPENCE 
Merrill Lynch, Pierce, 
Fenner & Smith, Inc. 
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Northwestern National Bank 
Starts Investment Fund 
for New Areas of Business 
The Trust Department of North- 
western National Bank, Minneapolis, has 
formed a Specialized Investment Fund 
as an adjunct to the bank’s existing In- 
‘estment Fund for Employee Benefit 
Plans. The new fund (Fund S) will give 
Companies participating in a pension 
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or profit sharing trust the opportunity 
to invest part of their money in rela- 
tively new areas of the economy. 

Fund S, first of its type in this area 
and one of the first in the nation, will 
be invested primarily in smaller com- 
panies with unusual promise, providing 
participation in the rapid growth of 
technological and service industries. 

“We realize that risks in some of the 
companies might be larger than conven- 
tional, but we believe a diversified and 
carefully chosen group can provide sig- 
nificant results,” Samuel H. Rogers, 


senior vice president and executive trust 
officer, said. 


The existing Investment Fund for 
Employee Benefit Plans, created in 
1956, has increased to a present figure 
of approximately $20 million. 

Trustees of pension and profit sharing 
plans may invest from 5% to 10% of 
their assets in Fund S to have growth 
type stocks in which the risk has been 
diversified. The other 90% to 95% 
of the assets would continue to be in- 
vested in the normal ratios of stocks and 
bonds. 

A A A 
e Trust department earnings of 8 state 
banks and trust companies in Maryland 


for the calendar year 1960 aggregated 
$5,309,357. 
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A second sun: made in U.S.A. 
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The sun produces energy through nuclear fusion—a gigantic 
hydrogen explosion that has been going on for more than 509 
million years. We may duplicate it. Scientists at Princeton 
University are experimenting with a Ste/lerator to attain con. 
trolled nuclear fusion that will produce endless energy from 
the hydrogen in sea water. The Stellerator is supported by 
17 USS Quality Forgings that could be made from only one 
material—a new, non-magnetic Stainless Steel called Tenelon, 
developed by United States Steel. 


Although the Stellerator is strictly experimental, there would 
be no nuclear programs of any type without steel. The very 
heart of an atomic generating plant—the reactor vessel—must 
be steel, whether it’s the power plant of a nuclear submarine 
or a commercial generating station. In addition to the reactor, 
the power station literally bristles with tons of special steels 
developed in the laboratories and produced in the mills of 
United States Steel. If nuclear power is the door to America’s 


future, the key is steel. America grows with steel. 
USS and Tenelon are registered trademarks 



































United States Steel 
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Facitis DesceNsuUs AVERNO 


The report of the Commission on 
Money and Credit has evoked wide- 
spread comment, much of it critical, in 
the three months since it was made pub- 
lic. Conducted under the sponsorship of 
such a privately-financed source as the 
Committee for Economic Development, 
the stated objective of an entirely non- 
political or special group approach 
seems to have been achieved, in spite 
of which quite a few of its recommenda- 
tions have been termed controversial. 

R. L. Weissman comments, in his Eco- 
nomic Interpretations Study #39 issued 
in mid-July by W. E. Hutton & Co., upon 
the report's emphasis upon growth of 
the economy which, in the author’s opin- 
ion. is less important than economic bal- 
ance. Without proper balance, growth 
alone can, at least temporarily, conceal 
defects while balance will 
sound progress. 


generate 


He also cites as the report’s most 
significant single statement the following 
dissent by Messrs. Eccles and Yntema. 
namely, that the report “fails to give 
adequate consideration and weight to 
the unstabilizing effects of monopolistic 
power exercised by organized labor . . . 
on prices, imports, exports, employment, 
rate of growth and the deficiency in our 
international balance of payments. 
Wages and fringe benefits are from two 
to five times that of other industrial 
countries. Thus, organized labor not 
only draws from the economy benefits 
in excess of increased productivity but 
undermines our ability to compete in 
world as well as domestic markets.” 

Mr. Weissman beljeves that the con- 
struction and transportation industries 
are notorious in this regard, with union 
hourly wage rates in building this spring 
standing at 180 (1947-49=100) and 
that “the sound road to enlarged home 
building is not always through addition- 
al public funds but by reducing exces- 
sive wage costs.” He likewise cites 
labor’s aggregate percentage of national 
Income as 55% in 1900-10, around 60% 
in the ’20s and in recent years at nearly 
(0%. While the earlier percentages may 
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have been too low, “one sector of the 
economy cannot constantly receive a 
larger part of the national income with- 
out creating imbalances.” 

In addition to the foregoing, the au- 
thor feels that the Commission’s report 
is too complacent about profits and their 
vital role in a healthy economy and 
presents the accompanying figures evi- 
dencing their continuing deterioration. 
While provision for depreciation and 
amortization, hence cash flow, has risen. 
economists generally agree that it has 
not kept pace with mounting equipment 
costs; profits have accordingly been 
overstated and are an even smaller part 
of national income than indicated. The 
advance in stock prices unaccompanied 
by larger earnings, in large degree due 
to swelling institutional demand for 
stocks without corresponding supply of 
equities of proper caliber, seems to have 
lulled investors into complacency. 

Another well-known economist, Dr. 
Arthur A. Smith, in his First National 
Bank in Dallas Bank Letter,.concludes 
that the Commission’s recommendations 
would, on the whole, lead to greater 
centralized control over the economy— 
“an effect very opposite to the Commis- 
sion’s noble intentions.” Dr. Smith re- 
marks that the country has been trend- 
ing toward a totalitarian state for sev- 
eral decades and suggests that “if we 
have evolved into a set of circumstances 
which inevitably compel us to central- 
ize, let’s leave out the pretense and face 
the facts.” 

When one considers the varied back-’ 


grounds in finance, business, labor and 
the professions, plus considerable prac- 
tical economic experience, of the twenty- 
five distinguished members of the Com- 
mission, it appears startling that their 
findings would tend to weaken or re- 
move what orthodox economic students 
have traditionally considered necessary 
fiscal safeguards, among them independ- 
ence of the Federal Reserve System, 
maintenance of the statutory gold re- 
serve against currency in circulation and 
a limit upon the national debt, all re- 
straints upon fiscal irresponsibility 
which should not be jettisoned out of 
hand. More than likely it is due to the 
fact that economic theory changes like 
fashions and perhaps most of us today 
have succumbed to the Keynesian view 
which places “goals” ahead of a sound 
dollar. 

The catch, however, lies in the un- 
warranted assumption that the vast re- 
sources of this country make us im- 
mune to economic laws, despite the con- 
trary evidence of the dollar's more than 
50% decline in purchasing power in the 
last twenty-odd years. If our representa- 
tives are bent upon extending support to 
the balance of the Free World on any 
such scale as the Latin-American “Alli- 
ance for Progress” program which car- 
ries a $20 billion tab over the next ten 
years, plus keeping the peace against 
planned aggression, and all this super- 
imposed upon more, and costly, domes- 
tic social programs, we shall indeed 
have discovered the recipe for an eco- 
nomic Utopia which far outdistances Mr. 
K’s 1980 pipedream for the Soviets. 


Britisu Trust INVESTMENT 
LIBERALIZED 


With enactment on August 3rd of the 
Trustee Investments Bill, trustees in 
Great Britain now have discretionary 
power to vary the division of trust funds 
on a 50:50 basis between gilt-edged and 
debenture securities and preference and 
equity shares, For the vast majority of 
modern trust instruments allowing trus- 





Corporate Profits 
After Taxes (billion ) 


1929 $ 8.3 

1939 5.0 

1949 16.0 

1956 23.5 

1957 22.3 

1958 19.1 

1959 23.8 

1960 a 22.8 
” 1st quarter 25.0 
” 2nd quarter 23.4 
” 8rd quarter 21.3 
” Ath quarter 20.8 

1961 
” 1st quarter 20.5 E 


National income 


% Corp. Profits 
(billion ) 


to National Income 


$ 87.8 9.4% 
72.8 6.9 
217.7 7.3 
350.8 6.7 
366.9 6.3 
367.7 5.2 
399.6 5.8 
417.5 5.5 
414.4 6.0% 
419.4 5.6 
419.3 5.1 
416.9 5.0 
420.0 E 4.9 E 


Note: Quarterly data are on an annual basis. 
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selection of 
media, the new legislation has no signi- 
ficance but it is designed to give relief 


tees wide discretion in 


to old trusts, intestacies and future cases 
where specific provisions are not spelled 
out in detail. 

As noted in the London Economist 
on July 15th, this will not be “an easy 
bill to analyze and it may not be an 
easy Act for many trustees to operate.” 
Furthermore, this distinguished publica- 
tion avers that it “is likely to produce a 


crop of case law” and then proceeds to 
cite potential complications which might 
arise under given circumstances. On 
balance, however, it is the Economist's 
view that this is a long-sought step on 
the constructive side. 

Whatever may be the future effect of 
the new law upon relative fixed-income 
and equity markets, its enactment trig- 
gered no sustained buying boom in the 
latter division during the balance of 
August: on the contrary. stocks trended 
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Utility service by tax-paying, 
publicly-regulated companies 
made this dividend possible. 


August 25, 1961 


DIVIDEND NOTICE 
MIDDLE SOUTH UTILITIES, INC. 


The Board of Directors has this day de- 
clared a dividend of 2612¢ per share on 
the Common Stock, payable October 2, 
1961, to stockholders of record at the 
close of business September 8, 1961. 


D. J. WINFIELD 


Treasurer 


SERVING THE MIDDLE SOUTH 
Arkansas Power & Light Company 
Louisiana Power & Light Company 
Mississippi Power & Light Company 
New Orleans Public Service Inc. 

















SP Leoullied Company 


AMERICA’S FIRST TOBACCO MERCHANTS « ESTABLISHED 1760 _ 
































New York, August 16, 1961 


DIVIDEND NOTICE 


Regular quarterly dividend of $1.75 per share on the Preferred 
Stock and regular quarterly dividend o: $.55 per share on the 
outstanding Common Stock of P. 
declared payable October 2, 1961, to stockholders of record at 
the close of business September 8, 1961. Checks will be mailed. 


Lorillard Cempany have been 


G. O. DAVIES 


Vice President and Treasurer 








Foust With Fi Fruest — Through Lorillard research 


Cigarettes 

OLD GOLD STRAIGHTS KENT NEWPORT SPRING 
Regular Regular King Size King Size 
King Size King Size Crush-Proof Box 

OLD GOLD FILTERS Crush-Proof Box EMBASSY 
King Size King Size 
Smoking Little Chewing ‘Turkish 
Tobaccos Cigars Tobaccos Cigarettes 
BRIGGS BETWEEN BEECH-NUT MURAD 
UNION LEADER THE ACTS BAGPIPE HELMAR 
FRIENDS HAVANA 
INDIA HOUSE MADISON BLOSSOM 








790 






unevenly downward and. while bong 
prices were shaded somewhat. no undye 
pressure was in evidence. The opinion jg 
expressed by some students of British 
markets that the need for income by a 
large number of trust beneficiaries yl 
militate against wholesale liquidation of 
gilt-edged securities on any scale which 
spells real price sacrifice. Steel and jj 
equities currently provide the best re. 
turns but fail to rank tops in investment 
preferment. The bulk of the Londoy 
stock list, in fact, is said to be suffering 
from disappointment at the steps thus 
far undertaken by the government ty 
bolster the British economy under the 
so-called austerity regime. 

The pound sterling remains an jn. 
portant factor as a reserve currency jn 
international markets and, as such, it js 
constantly under close observation and 
subject to speculative pressures when. 
ever adverse winds blow. With a worsen. 
ing situation in current balance of pay. 
ments, it was deemed necessary toward 
the close of July to raise the bank rate to 
7% from the previous 5% level in order 
to retain and attract short-term funds 
from abroad. ° 

The second step was announcement of 
intention to negotiate Great Britain's 
entrance into the European Common 
Market. While realization of this goal 
might at first increase sharply foreign 
competition for home markets in many 
lines, it would probably prove over the 
long term a strong stimulus for better 
industrial methods and equipment, lack 
of which has seriously handicapped 
Britain’s competitive position in export 
markets. The blunt truth is that British 
industry has fallen behind the parade 
because of rising costs of production, 
with wage increases in excess of pro- 
ductivity practically every year since 
1953 the principal component. As the 
country’s largest employer, the goverr- 
ment now appears determined to hold 
down wages and thus set a pattern for 
private employers, as well. 


A A A 


A CHARITABLE GIFT WiTH A 
ROMANTIC TOUCH 


Girls in a town in Greece, whose fam- 
ily cannot afford a dowry for the daugh- 
ter’s marriage — in accord with local 
custom, will not have to forego the nup- 
tials. Under the will of a native of 
Greece who came to America years ago 
and saved a modest fortune from his 
wages as a waiter, a fund of about 
$5000 has been left with the church of 
his native town to provide such dowries. 
He also bequeathed a fund for the poor 
and for church purposes. 
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“Locked In”— 
or Out? 
















































































The investor who says, “I am locked in—my profits are 















so large I can't afford to sell and pay the taxes,” will do 
well to take a fresh look. He may be following his 


emotions rather than logic. 


If the stocks that he owns are not the best for his 
purpose, he is locking himself out of the greater benefits 


he could obtain by replacing his present holdings. 


The question of profit-taking is part of a larger 
picture: it involves investment objectives, family, and 
estate considerations. A discussion with the Trust Com- 
pany could “unlock” the situation and lead to profitable 


action. 


Unrtep States [rust Company 


OF New YORK 
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SCIENTIFIC ENGINEERING DEVELOPMENTS .. . 


E. LAWRENCE CHANDLER 


VERSATILE CONCRETE — ITS IMPORTANCE 


IN THE NATIONAL ECONOMY 





NE DAY, UNKNOWN MILLENNIUMSAGO, 
8) some primitive man came upon a 
fallen tree spanning a stream. In effect, 
it was a timber bridge that he could walk 
across. Pondering the situation, he real- 
ized that he could make corresponding 
uses of timber by exercising his ingen- 
uity, likely such an_ incident 
marked the beginning of the construc- 
tion industry. 

Wood and stone were the materials 
first used for structures. They still hold 
prominent places in the broad category 
of construction materials but have been 
joined by such man-made products as 
brick, iron, steel, aluminum, concrete 
and others. While any of these could be 
the subject for an interesting discourse, 
this article presents a brief story about 
concrete — one of the most versatile. 

Currently, the construction industry, 
including all its ramifications and sub- 
divisions, vies with agriculture to be- 
come the largest single segment of our 
national economy. It constitutes nearly 
15 per cent of the gross national prod- 
uct and thus plays a vital part in our 
country’s progress. Concrete is a large 
factor in today’s construction but it has 
come into such general use that it is 
likely just to be taken for granted with- 
out thought as to its importance in es- 
tablishing the comforts and necessities 
of our physical environment. 

The development of concrete to its 
present status as a major construction 
material has been a noteworthy contrib- 
ution to growth of the overall industry. 


Very 


Concrete Takes to the Air 


The same materials that once were 
used largely for sidewalks and other 
down-to-earth structures now comprise 
architecturally beautiful curved roofs, 
only a few inches thick, that reach sky- 
ward with seemingly little support. It is 
almost as though the sidewalk slab had 
become a sort of magic carpet floating 
in the air. And the same constituent 
materials are the basis for an astonish- 
ing variety of useful structures. 
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This first article in the column to be 
conducted by Mr. Chandler, as announced 
in the August issue (p. 684), treats with 
cement as one of the most extensively 
used and rapidly growing building ma- 
terials. Its peer, steel, will be the subject 

of next month’s column. 











Today’s sidewalk —_ superintendent. 
watching a messy looking mixture of 
mud and rocks sliding down a chute 
or being dumped from a bucket into its 
final resting place, guesses that they 
must know what they are doing. To him, 
that is the beginning and end of an 
operation. The chances are that he gives 
little thought to the fact that, in seeing 
the placing of a batch of concrete, he 
has just witnessed one small part in the 
overall operation of a great industry. 

Many a home owner who has taken 
on a do-it-yourself job of mixing a 
small batch of concrete has found it 
quite simple. He put together by hand 
the basic ingredients — cement, crushed 
rock or gravel, sand and water. Left to 
itself, the mixture gradually hardened to 
a more or less rock-like mass. Very like- 





Bureau of Reclamation 
Glen Canyon Dam on the Colorado River 
in Arizona. The concrete mixing plant on 
the side of the canyon is as tall as a 20- 
story building. It can turn out 480 cu.yds. 
of concrete per hour. Parts of the power 
house are shown in the foreground. The 
finished dam will be 710 feet high and con- 

tain 5,000,000 cu.yds. 


ly, after a season or two of exposure to 
the elements, his product deteriorate 
until it bore little resemblance to js 
original appearance. 

Except among civil engineers and 
perhaps construction contractors, there 
is likely to be little or no understanding 
of the basic engineering principles in. 
volved in the design of concrete struc. 
tures or the precision of detail required 
for their planning. Nor is there much, 
if any, appreciation of the vast amount 
of experimentation and testing that have 
been conducted through the years. These 
have made concrete available in its pres 
ent-day standards of excellence and pro. 
vide knowledge of its behavior under 
conditions of loading and abuses affect. 
ing the multitude of structures to which 
it is adapted. 


Precision Mixing Makes for 
Uniformity 


The time was when concrete was made 
on a rather rule-of-thumb basis. After 
all, concrete was concrete and it seemed 
to serve its purpose pretty well without 
too much fuss about refinements. 

Today’s practice is in sharp contrast 
All ingredients must meet carefully 
drawn specifications and each _bateh 
must contain an accurately measured 
quantity of each component. The resul 
is concrete that will meet desired star: 
dards of strength and appearance for 
any specific project. Assured of this, the 
engineer proceeds with confidence i1 
the integrity of his design. Furthermore, 
his structure can be far more economical 
of materials than was possible years ag®. 

On large projects, such as massive 
concrete dams, mixing plants are huge, 
multi-story buildings and operations art 
largely automated. One man, punching 
a series of buttons, controls the delivery 
of cement, aggregate and water to the 
mixer. On such a project, thousands o 
cubic yards of the plastic mix may be 
delivered in a day to their place in the 
structure. By the next day, the whole 
will have been metamorphosed into 4 
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slid mass ‘ich already will be mode- 
rately strony. Since strength gradually 
‘ncreases by :eason of chemical reaction 
between the ment and water, the ulti- 
mate of this curing” will not be reach- 
ed for a mat!r of months. 

Throughow: the whole process of mix- 
ing and placing. a variety of measures 
may be take: to assure concrete of de- 
sired standard. Even the qualities of 
cement are subject to modification. For 
instance, it possible to manufacture 
“quick-setting types for certain pur- 
poses. Ice may be added as a part of 
the water content of the mix in hot 
climates and. conversely, the water may 
be heated in a cold climate. 


Heat Must Be Dissipated 


Chemical action in massive concrete 
generates undesirable heat which may be 
dissipated by circulating a cooling agent 
through a system of pipes permanently 
imbedded in the mass. Necessary refrig- 
eration, in itself, can become a project 
of no mean proportion. An example is 
the installation at the Glen Canyon Dam 
presently under construction, This re- 
quires more than 7,000 horse-power to 
operate and is one of the largest indus- 
trial refrigeration plants ever built. 

To prevent too rapid drying, it is im- 
portant to keep the surfaces moist dur- 
ing the curing period. Freezing at an 
early stage may be ruinous and it is 
essential to provide against it. Such are 
some of the unobvious details involved 
in the successful use of concrete. 

It is possible to predetermine the 
strength of concrete by carefully regu- 
lating the proportions of well standard- 
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Cement lends itself to a wide variety of 
attractive architectural applications today, 
both indoors and out. 
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Frank Lloyd Wright’s concrete and steel “Dream City,” planned to utilize Ellis Island 
as a site for 7,500 residents. Gold-hued steel cables would support the main level con- 
taining all necessary facilities, while moving sidewalks would eliminate motor cars. 





ized ingredients. Since some structures 
are entirely adequate with material of 
lesser strength than required for others, 
predetermination leads to economies. 
Where high strength is essential, a 
mix can be designed to meet require- 
ments ranging as high as 5,000 or even 
6,000 pounds per square inch in bearing 
capacity. This means that a block of 
concrete in the form of a one inch cube 
would not be crushed by the weight of 
a good sized elephant — if an elephant 
somehow could be perched on the cube. 
The foregoing references to “strength” 
all relate to strength in compression — 
resistance to crushing. Tensile strength 
— ability to resist failure by being 





pulled apart — is quite another matter. 
The tensile strength of plain concrete is 
only a fraction of its strength in com- 
pression. Therefore the use of concrete 
alone has to be limited to types of 
structures where it will be subjected 
principally to compression. 

Consider the case of a simple horizon- 
tal beam spanning the distance between 
supports at its ends. When the beam is 
subjected to loading, the top is squeezed 
while the bottom tends to pull apart. 
With increased loading, it eventually 
will crack open. 


Steel Complements Concrete 


In order to provide adequately against 
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both kinds of stresses, it becomes neces- 
sary to employ something that will resist 
Steel. its high tensile 
strength, is well suited to the purpose. 
By properly incorporating steel into 
concrete. the result is the now familiar 
reinforced concrete which is adaptable 
to a wide variety of structures. 


tension. with 


The placing of reinforcing steel in 
concrete is no haphazard matter. In 
practice, the steel usually is in the form 
of rods or mesh, depending on the size 
and thickness of the structure and the 
service required of it. Determination of 
the proper location is a job for the de- 
sign engineer. Each type of structure 
requires knowledge of the physical laws 
involved, correct relationship between 
the tensile strength of the steel and the 
compressive strength of the concrete. 
The amount of steel to be used must also 
be determined to make most economical 
use of the two materials and to assure 
that each complements the action of the 
other. 


Prestressing — a Milestone in 
Progress 


A recent major advance in design is 
the prestressing of concrete. For a hori- 
zontal beam, this is accomplished by 
providing small holes from end to end 











Solomon R. Guggenheim Museum in New York City, an example of concrete adaptation 
to complex structures. 


and threading rods or steel wire cables 
through the holes. The rods are then 
subjected to any desired tension and 
fastened permanently at the ends of the 
beam while so stressed. This introduces 
compression into the beam and consid- 
erably increases its capacity to resist 
the stresses to which it will be subjected 
when in service. The resulting economy 
in quantities of material is substantial. 

The theory is a bit complicated but 
the action may be demonstrated by a 





INCOME ACCOUNT 


FOR TWELVE MONTHS 
ENDED JUNE 30 


DIVIDENDS PAID ON THE COMMON STOCK 
CONTINUOUSLY FOR MORE THAN HALF A 


CENTURY—ALWAYS EARNED—NEVER REDUCED. 


Gas 


Total Operating Revenues 
Total Operating Expenses 
Operating Income 
Other Income 


BALTIMORE GAS & ELECTRIC COMPANY 
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1961 | 1960 
. $118,118,000 | $116,154,000 
‘ 58,845,000 54,935,000 
, 2,411,000 2,350,000 
. $179,374,000 | $173,439,000 
. 148,876,000 145,499,000 
. $ 30,498,000 | $ 27,940,000 
‘ 577,000 654,000 
. $ 31,075,000 | $ 28,594,000 
‘ 8,393,000 7,276,000 
. $ 22,682,000 | $ 21,318,000 
, 1,279,000 1,279,000 
. $ 21,403,000 | $ 20,039,000 
‘ $1.53 $1.43 





BALTIMORE GAS and ELECTRIC CO. 
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simple experiment. If a number of 
books are placed on edge in a row. with 
the sides in successive contacts. attempts 
may be made to lift the entire group 
with one’s hands against the two end 
books. The whole series will collapse 
speedily unless considerable pressure js 
exerted to squeeze the loose books to. 
gether. If pressure is increased until 
they have sufficiently “pre. 
stressed,” the whole can be lifted as a 
unit. The situation is about the same 
with a concrete beam. 

The same principle has been applied 
to large tanks for storage of liquids in 
order to offset pressures exerted from 
within, Although the mechanics of pre- 
stressing are quite different from those 
employed for a beam, the purpose and 
result are the same. A recent project 
included tanks 122 feet in diameter and 
40 feet high. It was possible to build 
these huge containers with prestressed 
concrete walls only nine inches thick. 
thus effecting great saving of material. 

Prestressed concrete is used increas: 
ingly in buildings of various types. It is 
particularly adaptable for bridges, many 


become 





CEMENT COMPANY Stocks HELD BY 
BANK-ADMINISTERED COMMON TRUST 
FUND PoRTFOLIOS 
Number Number 
Holding Holding 


3rd quar- 1960 re- 
ter 1961 port date 


Alpha’Portland - 4 3 
American Marietta . 1 1 
General Portland _ 18 16 
Ideal Cement i 10 
Lehigh Portland __ 23 14 
Lone Star __...__.. 24 21 
Marquette 2 ; 
meausa ............. 1 0 
National Gypsum . 30 19 
Penn-Dixie 1 1 
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Going ‘ p — With Lift-Slab 


Technique 





The lift-si:}) method of construction is 
another reient innovation. In simple 
form it has been found economical in 
connection «ith small buildings where a 


slab is casi in a horizontal position on 
the floor and then lifted into place as 


a side wall or roof. 

However. the lift-slab method is ap- 
plied much more spectacularly in the 
erection of high buildings. Here, the 
first steps consist of placing the lowest 

: : , National Gypsum Co. 
floor and erecting all the vertical col- 


: Huron Portland Cement plant in Alpena, Michigan, has annual capacity of 12 million barrels. 
umns. Then an entire slab for the next - 
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tion floor above is cast horizontally on the appearance and extraordinarily eco- tive design. All are of striking beauty 
oe first one, leaving an open space around nomical in use of materials, they are and are used effectively for such build- 
of each of the columns. The other floor employed increasingly in modern archi- ings as schools, auditoriums, grand- 
with slabs are built in succession on top of — tecture. stands, airport buildings and shopping 
npts the first one. With one type, known as folded-plate — centers. 
oup After completion of all the slabs, they Construction, the finished roof looks as ’ ; 
end are lifted to their respective elevations though a huge flat slab had been folded Concrete Blocks Come of Age 
apse and connected to the columns. This pro- into gracefully angled shapes. Conform- In another field, concrete blocks have 
€ is cedure eliminates the expensive, compli- ations may be varied to achieve desired become highly significant, long since 
to. cated form work necessary to support flects. A thin shell also may take the graduated from drab basement walls and 
intil one floor after another if the structure form of a dome, a segment of a cylinder garages. In fact, they have become an 
pre: is built one story at a time from the oF a hyperbolic paraboloid. The latter architectural delight and are featured 
aS a bottom up. It also makes it unnecessary iS a sweeping, doubly curved surface throughout the construction of attrac- 
ame to hoist mixed concrete to be placed in that lends itself admirably to imagina- tive homes. Blocks are produced in dif- 


the floor forms as the building increases | ~______ tee 
lied in height. A building with 15 liftable 
is slabs erected in this manner is the rec- 


When it comes to selling a 
pre- e 

hos Thin Shell Concrete Roofs bi bi k f t k 

ne Much study has been directed in re- SIZa C OC 0 S OC ——— 

















- cent years to the design of “thin shell” You would probably prefer a minimum of publicity so that news of 
and roofs, only a few inches in thickness. the offering won't depress the price of the stock, and the transaction 
vuild The engineering problems of design are can be completed as fast and efficiently as possible. 
ssed tricky with results that are quite amaz- Many people with sizable holdings are apt to have some familiarity 
nick, ing. Because such roofs are attractive in with the established techniques, especially the Secondary Distribution 
aed — and the Special Offering, but they are not likely to know much about 
we Patna the technique that often is the most efficient. That’s the Exchange Dis- 
4 { tribution, which we find can frequently be used to sell a large block of 
It is stock at less cost and with greater net return to the seller. 
_ ' H If you would like to know more about the Exchange Distribution— 
— fC or the Secondary or Special, for that matter—we will be glad to send 
i. you our new 16-page study “How To Sell a Sizable Block of Stock.” 
Y . . a ‘ 
we You'll find it contains information about each of the methods for han- 
dling large blocks to help you decide which is the right technique for you. 
What’s more, you'll find fourteen typical examples of Secondaries and 
“4 Exchanges handled by this firm during 1960. Examples showing num- 
re- ber of shares, price, and gross spreads in dollars that we think you 
: ore a * 
- might find surprisingly attractive. 
If you'd like a copy, we'd be happy to mail one. But since the supply 
. is limited, may we ask that you address your request directly to Joseph 
ve C. Quinn, Vice President, Sales Division. 
ceva Me: ge 
-. TO | Ye 
Kk. Olas MERRILL LYNCH, 
-amypecemeage the lift-slab method. The PIERCE, FENNER & SMITH INC 
wo upper slabs have been lifted to final 
position and the third is nearing comple- MEMBERS NEW YORK STOCK EXCHANGE AND OTHER PRINCIPAL STOCK AND COMMODITY EXCHANGES 
tion. Apparatus for lifting is shown at tops 70 PINE STREET, NEW YORK 5, NEW YORK 
sci of columns. 








rATES SEPTEMBER 1961 








ferent sizes, weights, shapes, textures 
and colors. With pierced or raised de- 
signs and differently textured surfaces, 





BALTIMORE GAS AND 
} ELECTRIC COMPANY 


Serving one of America’s 
Great Industrial Centers 


QUARTERLY DIVIDENDS 


Dividends of 28 cents a share (previously 
25 cents a share) on the Common Stock; 
$1.12 a share on the 412% Preferred 
Stock, Series B; and $1.00 a share on the 
4% Preferred Stock, Series C, have been 
declared for the quarter ending Septem- 
ber 30, 1961, all payable October 2, 
1961, to holders of record at the close of 
business on September 15, 1961. 
J. THEODORE WOLFE, 
Chairman of the Board. 
Dividends paid on the Common Stock continvously 
for more than half a century— always 
earned —never reduced. 








NATIONAL 
BATTERIES, INC. 


Manufacturers of a complete 
line of automotive, industrial 
and military storage batteries 
plus motive specialties. 


A REGULAR 
QUARTERLY DIVIDEND 


of 30c per share on Common 
Stock, was declared by the 
Board of Directors on July 
11, 1961 payable Sept. 15, 
1961 to stockholders of rec- 
ord on Sept. 1, 1961. 


This is our 119th Common 
Dividend. 



















A. H. DAGGETT 
Chairman 


ST. PAUL 1, MINNESOTA 





INTERNATIONAL 
SHOE 
‘COMPANY 


St. Louis 


202ND 
CONSECUTIVE DIVIDEND 
Common Stock 


A quarterly dividend of 45¢ per 
share payable on October 5, 
1961 to stockholders of record at 
the close of business September 
15, 1961, was declared by the 
Board of Directors. 

ROBERT O. MONNIG 


Vice-President and Treasurer 


September 5, 1961 











796 


an almost endless variety of patterns can 
be created. Delicate colors are featured 
for both exterior walls and_ interior 
decor. Open grille blocks become lacy 
screens for shielding a building or ter- 
race from the sun’s glare. Hollow blocks 
provide a good degree of insulation 
against either high or low temperatures. 
Another by-no-means negligible attrib- 
ute of concrete for the home owner. par- 
ticularly in warm climates, is that it 
frustrates termites. 


Concrete in Multiple Applications 


The multiplicity of uses to which con- 
crete is being adapted is extremely wide. 
Properly prepared concrete can take a 
high polish with appearance that com- 
pares favorably with the best of natural 
stone. In contrast, it is used extensively 
for pipes and conduits. Once these served 
only as simple drains and culverts not 
subjected to internal pressure. Now 
“pressure pipe’ is common in sizes rang- 
ing from a few inches to 10 or 12 feet in 
diameter. Many miles of such pipe are 
in operation. Long concrete piles fre- 
quently provide firm foundations for 
buildings or marine structures when 
natural materials at the site are found 
inadequate to support the weight of the 
superstructure. 

It is adaptable to structures of almost 
any size or configuration and offers ex- 
traordinary opportunity for creative de- 
sign, in diverse applications in homes 
and motels, public and industrial build- 
ings, not to forget key defense plants, 
such as missile bases. Frank Lloyd 
Wright’s Guggenheim Museum is an ex- 
ample of complex design and construc- 
tion. Concrete is indeed a versatile mate- 
rial and there is no likelihood that the 
ultimate has been reached. 


Versatility Unlimited 

Promise of further advances is found 

in continuing research and study con- 
(Continued on page 832) 








THE DAYTON POWER 
AND LIGHT COMPANY 


DAYTON, OHIO 
156th Common Dividend 


The Board of Directors has declared 
a regular quarterly dividend of 22c 
per share on the Common Stock of 
the Company, payable on September 
1, 1961, to stockholders of record at 
the close of business on August 14, 
1961. 


GEORGE SELLERS, Secretary 
August 4, 1961 

















NM tion held today, August 18, 1961 


ALLEGHENY LUDLUM STEEL 


CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of D 


of Allegheny Ludlum Steel — 


Orpora. 


dividend of fifty cents (50¢) per shir. 
was declared on the Common Stone 
the Corporation, payable September 
30, 1961, to shareowners of record at 


the close of business on September 8, 1961. 


S. A. McCASKEY, Jr. 
Secretary 
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KENNECOTT COPPER 
CORPORATION 





161 East 42nd Street, New York,N.Y. 
August 18, 1961 


I 
I 
I 
I 
At the meeting of the Board : 





Directors of Kennecott Copper Cor- 
poration held today, a cash distri- 
bution of $1.25 per share was de- 
clared, payable on September 22, 
1961, to stockholders of record at 
the close of business on August 29, 
1961. 





PAUL B. JESSUP, Secretary 











Southern California 


Edison Company 


DIVIDENDS 

The Board of Directors has 
authorized the payment of 
the following quarterly divi- 
dends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 209 
65 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 
Dividend No. 58 


27 cents per share. 


The above dividends are pay- 
able September 30, 1961, to 
stockholders of record Sep- 


tember 5. Checks will be 
mailed from the Company's 
office in Los Angeles, Sep- 
tember 29. 


P.C. HALE, Treasurer 


August 17, 1961 
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WHY A COMMON TRUST FUND 
OV Municipal Bonds 7 


RUSSELL LAMON 


Trust Investment Officer, Provident Tradesmens Bank & Trust Company, Philadelphia, Pa. 


EOPLE OFTEN ASK “WHY BE CON- 
Poel about municipals — _ they 
are only held in a few large accounts?” 
While this is a popular viewpoint it was 
far removed from the facts in our case. 
Three years ago we made a detailed 
study of our trust security holdings. We 
found that the dollars of investment in 
municipal bonds amounted to 13% of 
total trust security values and to a much 
larger percentage of the total number of 
names and maturities on our Asset List. 
At that time we held bonds of 645 dif- 
ferent municipalities or authorities and 
in addition had an interest in 51 differ- 
ent U. S. Housing Authorities. We had 
a large number of trust and agency ac- 
counts and over 10% of these accounts 
held municipal bonds. While there was 
some concentration of municipals in 
certain large accounts, nevertheless. 
70% of the accounts holding municipals 
were moderate sized with an average 
total value of $186,000 and an average 
investment in 5.6 municipals worth $54.- 
000. Thus our municipal investment was 
widespread and there were a great num- 
ber of holdings in an area that could 
be responsive to the use of a municipal 
bond fund. 

Other considerations developed. Not 
only was the municipal investment im- 
portant but it seemed to be growing 
faster than our other major asset groups. 
This growth was due to: (a) the in- 
creasing importance of tax free income: 
(b) the increasing size of our average 
account; (c) our growing volume of 
business; and (d) the increasing num- 
ber of municipal issues available for 
investment. 

Unlike other fields of investment the 
increase of total volume in municipals 
does not result in much decrease in the 
unit cost of supervising these securities. 
There are several reasons: (1) the tend- 
ency to use new issues for new purchases 
and new issues usually have different 
maturity dates or represent new names; 
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(2) widespread use of serial maturities; 
and (3) the problem of obtaining ade- 
quate investment information. 


What We Did About It 


We decided to establish a Common 
Trust Fund for Municipal Bonds under 
Regulation F for the following reasons: 


1. Operating costs would be re- 
duced in several areas, i.e. appraisals, 
analysis, purchase and sale transac- 
tions, and income distributions. We 
had experienced such cost reductions 
in the use of our other common trust 
funds. 

2. The Fund would afford good in- 
vestment management. For instance, 
close scrutiny would be given to in- 
dividual purchases of municipal bonds 
because the programs of the Fund 
would be reviewed by several invest- 
ment officers and by the Trust In- 
vestment Committee. Also the Fund 
would supply investment diversifica- 
tion. Initially, the Municipal Bond 
Fund would have to be invested in at 
least ten issues, because of Regula- 
tion F, and it appeared likely that 
this number would be greatly in- 
creased at a later date. 

3. Both stability and liquidity of 
municipal investment would be in- 
creased in the individual accounts. 
For example, since the Fund would 
be diversified into a number of credits 
and maturities, the variation in unit 
value should be less than in the case 
where the individual account holds 
only one or two bonds. A big problem 
in municipal bonds is the wide spread 
between the bid and the ask price 
and the heavy discount that some- 
times has to be taken upon sale. If 
an account is withdrawing a partici- 
pation from the Fund it would lessen 
this discount because in effect new 
participation money in a _ growing 
fund would be used to pay off with- 
drawals. 


We anticipated that our intitial parti- 
cipation would be $1 million, and three 
years later the Fund would amount to 
$5 million with participations in 200 
accounts. 

As far as we could ascertain in 1958 
only one other bank in the country had 


a municipal bond fund in operation un- 
der Regulation F. We started our Fund 
on December 1, 1958 and the initial 
participation was only $134,400. 


Valuations 


We made the frequency of valuations 
flexible under the Plan. It was suggested 
that valuations be made four times a 
year in the interest of economy. How- 
ever, in order to promote the maximum 
usage of the Fund, it was decided to 
have monthly participations. Monthly 
valuations have continued to date and 
have unquestionably helped to increase 
use of the Fund, with benefit to parti- 
cipants from this procedure. 

On each valuation date we obtain 
signed quotations from two reputable 
brokers and then average the quotations. 
Brokers are instructed to give us quotes 
that are neither bid nor ask prices, but 
a fair figure between. Also, these prices 
are supposed to be “before commis- 
sion.” The quotes are then individually 
scanned by the investment officer in 
charge of the Fund and an adjustment 
made if in his judgment any quote is 
substantially out of line. Every valua- 
tion is reviewed and approved by inde- 
pendent auditors. 


Investments 


The Plan provides that we must in- 
vest in- “state, municipal, authority and 
other obligations on which interest is 
excluded from gross income for Federal 
Income Tax purposes.” U. S. Govern- 
ment obligations may also be purchased 
but as a matter of policy we have thus 
far not deviated from the practice of 
holding only tax exempt bonds. The 
Fund is not restricted to “legal invest- 
ments” because most accounts interested 
in municipal bonds are not subject to 
legal restrictions. We follow the same 
investment policy and investment prefer- 
ence in the Fund as we do in our indi- 
vidual trust accounts. Territorial diversi- 
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BOARD OF GOVERNORS 
of the 
FEDERAL RESERVE SYSTEM 


TRUST POWERS OF NATIONAL BANKS 


| REGULATION F 




























~ Such committee shall, at least once during each period of twelve « 
months, review all the assets held in or for each fiduciary account to ¢ 
determine their safety and current value and the advisability of retain- 
ing or disposing of them; and a report of all such reviews, together ~ 
with the action taken as a result thereof, shall be noted in the minutes > 
of the trust investment committee. = — ‘ : 
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HERE’S THE TIME-SAVING, WORK-SAVING, 

MONEY-SAVING ANSWER TO APPRAISING 
TRUST ACCOUNT ASSETS FOR REVIEW 
IN COMPLIANCE WITH REGULATION F 


Write for details... STUDLEY, SHUPERT APPRAISALS, Inc. 
155 Berkeley St., Boston 16 1617 Pennsylvania Bivd., Phila. 3 
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fication is given some weight because 
legislative or economic developmen 
could occur in one state that would haye 
an adverse bearing upon that state, 
municipal bonds. In our own case ye 
are more inclined to buy Pennsylvania 
municipals because, with few exceptions 
out-of-state issues are subject to the 
Pennsylvania Personal Property tax, 


Operation of the Fund 


The Fund has now been in operation 
for two years and seven months. It has 
grown steadily from $134,400, to $6, 
048.430. Initially, 26 trusts had an ay. 
erage participation of $5,169. Today. 
204 trusts hold an average participation 
of $29,649. 

In almost no case have we sold muni. 
cipals in an individual trust for the pur. 
pose of reinvesting in the Fund. Parti. 
cipation money has come mostly from 
called bonds, matured bonds and the 
sale of common stocks. In most instances 
these transactions have resulted in ay 
increase in current yield. 
The average trust account faces a 
practical problem in reinvesting funds 
in the municipal field. Frequently the 
amount available for reinvestment comes 
to an odd figure like $4,000, $8.000 or 
$17,000. Thus there is a temptation to 
acquire an odd lot holding. Later on, 
when the bond has to be priced or sold 
it is discovered that the municipal bond 
dealer will include a substantial discount 
in his pricing of an odd lot issue. On 
the other hand, bonds held in the 
amounts of $25,000 or $50,000 are more 
closely priced and can be sold quite 
readily. In general, these problems can 
be avoided through the pooling of ac: 
counts in the Fund, Furthermore, as the 
Fund grew we found it feasible to make 
purchases in $50,000 amounts and that 
these block purchases were usually pos 
sible at a good concession from the 
prices mentioned in the Blue List. Also. 
reputable municipal firms were more 
inclined to keep us informed about pend: 
ing negotiated deals and new offerings 
as the regularity and size of our pur 
chases increased. 


difficulties in persuading our co-trustees 
to use the Fund. We had observed that 
some co-trustees were reluctant to dele 
gate judgment in the case of a common 
trust fund that contained common stocks 
because they considered themselves ex 
perts on common stocks. However, very 
few trustees appeared to be well im- 
formed on municipal bonds and nearly 





(Continued on page 832) 





We had imagined that there might be 
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Another way copper from Anaconda is helping 
cut the cost of getting electricity to the job 


It's not a simple job to get electricity to 
big heavy-current motors that travel on 
moving cranes, ore bridges, monorails. 
In heavy-duty use where high amperage 
is needed, steel rails weighing 60 to 
80 pounds per yard have carried the 
power. Then came extruded aluminum 
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rails that were lighter and easier to in- 
stall. But aluminum would wear and 
pit from friction of the current collec- 
tors unless protected by grease. Fur- 
thermore, unprotected aluminum rails 
if not used for a while acquire an oxide 
coating that is an electrical insulator. 

An ingenious solution that cuts costs 
all around involves a happy wedding 
of steel and copper. The compact little 
copper-headed steel conductor rails 
manufactured by the Ringsdorff Car- 
bon Corp., shown at left, have current- 
carrying heads of extruded Anaconda 
copper. Because copper conducts elec- 
tricity better than any other commercial 
metal, the rails take up very little space. 
The steel portion provides the strength 
needed and makes installation easy. 
The best part of it is that the graphite 
used in the sliding current collectors 


has an affinity for copper, lubricating 
and protecting as it goes. This cuts the 
cost of maintaining the system. Wear on 
the copper is negligible and carbon 
shoes need replacement only every one 
to three years. 

This use of copper, industrial winner 
of the 1961 Annual Copper and Brass 
Achievement Awards, illustrates an- 
other way copper from Anaconda is 
helping industry do things better and 
at lower cost. Whether the problem is 
to get electric power from a substation 
to an ore-bridge motor — or from a 
power plant to the heart of a city — 
Anaconda, through its subsidiaries, 
Anaconda American Brass Co., and 
Anaconda Wire and Cable Co., is con- 
stantly working with industry to find 
new solutions . . . to help provide more 
value for less money. inane 


Subsidiaries of Anaconda Manufacture: Copper and aluminum electrical 
wires, cables and accessories; Aluminum ingot, sheet, plate, plain and lami- 
nated foil, rigid foil containers, restaurant and household foil wrap; Copper, 
Brass, and Bronze sheet, plate, strip, tube, pipe, rod, wire, forgings, extru- 
sions; fabricated metal products; flexible metal hose and tubing. 
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EGULATORY AGENCIES, ESPECIALLY 
R those which impinge on money 
management, should check their policies 
by the simple test of whether they pro- 
mote the wellbeing of the public. 

Excessive bureaucratic red tape is 
anti-social; experience shows that when 
the virtuous are overly restricted by law, 
they are handicapped in competition for 
popular favor with the unscrupulou: 
who are gifted in the arts of evasion. 

The economics of the cost of distribu- 
ting intangibles militates against quality. 
Those with the highest margin for mer- 
chandising costs can make the most 
noise, whereas the voice of the elite is 
muffled by a thin budget. Thus in life 
insurance, savings bank insurance — 
which is sold over the counter at a dis- 
count — is relatively unknown, com- 
pared with contracts sold to prospects 
by life insurance agents on a commis- 
sion basis. 

In the marketing of “financial pack- 
ages of convenience” (mutual funds, 
closed-end investment companies, and 
common trust funds) there is almost an 
inverse ratio between quality and pub- 
lic awareness of the service. Thus, the 
“no load’ mutual funds, customarily 
sponsored by investment counsel firms, 
are mentioned only sotto voce compared 
with the coast to coast publicity by mu- 
tual funds which operate with an 8% 
sales cost. And the availability of com- 
posite or common trust funds operated 
by trust institutions is one of the finan- 
cial world’s best kept secrets. Each of 
the foregoing, however, fills a distinct 
niche in rendering a service to the pub- 
lic. 

Likewise, the Securities & Exchange 
Commission sometimes unwittingly con- 
tributes to exploitation of the uninitiated 
by approving arrangements which will 
keep insiders’ holdings of new stock 
issues off the market for a stipulated 
period of time. Whatever the motivation, 
this artificial restriction on the supply 
of stocks often makes suckers out of 
amateurs who bid blithely for shares of 
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new ventures in accord with the vivid- 
ness of their imagination or hopes. Re- 
strictions on the supply of stock create 
the basis for unwarranted price in- 
creases. Accordingly, it would be prefer- 
able to permit supply and demand forces 
to operate. In a free market, unrestricted 
insiders of good conscience could con- 
tribute to market price stability by mak- 
ing stock available when unbridled out- 
siders are bent on running wildly. 


The situation in respect to high qual- 
ity common trusts is particularly compli- 
cated by the restrictiveness of Federal 
Reserve regulations. As a result, bank- 
ers, who probably interpret the rules too 
literally, are tongue-tied and inarticulate 
in face of the social need for providing 
such proven vehicles of well-supervised 
investment for unsophisticated laymen. 


I asked a spokesman for the Federal 
Reserve System what the Fed is trying 
to avoid as well as what it is seeking 
to accomplish. I pointed out that while 
obviously it would be against public in- 
terest to permit banks to make extrava- 
gant claims and forecasts, complete si- 
lence may not be in the public interest, 
either. 


In reply, the official referred to the 
restatement of Regulation F of May 18 
last, in which Section 17(a) provides 
that: 


“a bank administering a Common 
Trust Fund... shall not advertise or 
publicize the earnings realized on any 
Common Trust Fund or the value of 
the assets thereof.” He adds: “This 
restriction is consistent with the lan- 
guage and intent of other provisions 
of this same paragraph by which 
common trust funds are authorized 
solely for the investment of funds 
held for true fiduciary purposes and 
the operation of such funds as invest- 
ment trusts for other than strictly 
fiduciary purposes is prohibited. 
“Regulatory and supervisory poli- 
cies related to common trust funds 
so authorized have long reflected the 
concept that such funds were noi de- 
signed to be offered to the publie for 
investment purposes nor to be used 
by trust institutions as a means in 


ENEATH THE MARKET... . 





and of themselves to attract new busi. 
ness. The restriction upon publicity of 
earnings and asset values is related, 
then, to the goal of preserving the | 
essentially private character of con. 
mon trust funds. Publicity given to 
such results might well enlarge the 
area of misunderstanding of the re. 
stricted purpose and use of these 
operating results which could intro. 
duce competitive considerations and 
encourage investment practices incon- 
sistent with the purposes for which 
common trust funds were authorized,” 





To me, as an analyst, it appears thai 
the Federal Reserve is looking back. 
wards to tradition and not facing con- 
structively the broadening opportunities 
of public investment which Thomas \. 
Carver, the Harvard economist, more 
than a generation ago dubbed “the pres 
ent economic revolution in the United | 
States.” With the shift of national in. 
come relatively away from a small group 





of knowledgeable wealthy persons with 
a propensity to save to the great multi- 
tudes of less financially informed work 
ers, farmers, clerks, professional and 
small business people, the very future of 
our free-choice society, in competitive 
coexistence with the Soviet Union, re- 
quires better techniques for fulfilling 
the dreams of ordinary folk to become 
financially independent. Socially. it is 
essential to conserve what is diverted 
from current income to serve as seed 
corn for the future, In dictatorships such 
as the Soviet Union, the allocation out 
of the year’s production of a_ portion 
for capital goods is arbitrarily made by 
little commissars in big jobs. 

The Fed is obviously right in seeking 
to avoid undignified competitive claims 
and predictions by trust companies 3 
to their investment know-how and prow: 
ess. The trustee, like the professional 
investment counsellor, acts for accoun! 
and risk of the client and can properly 
warrant to do no more than adhere to 
the law and exercise such judgment a: 


-lte may possess. 


In the public interest, the rules should 
be clarified and modernized. Banks and 
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trust Companies have some leeway in 
making known through advertising. 
booklets and direct mail that they have 
available a technique for bringing to 
the small beneficiary of a trust the fidu- 
ciary se: vices which in an earlier period 
were Wiilin the price range only of per- 
sons Wi!i substantial means.* 

What: ver liberalization of restrictive 
regulations may be made in the future, 
genuinely topflight trust institutions, 
like attorneys at law, would voluntarily 
avoid scif-serving remarks and preten- 
tions to infallibility. 

The requirement that use of Common 


‘Trust funds be limited to fiduciary mat- 


ters constitutes no serious barrier to in- 
forming the public, particularly in light 
of the growing trend to use fiduciary 
services for revocable living trusts. In 
addition to means of saving for old.age 
and other contingencies, the Common 
Trust Fund has use as a means of ac- 
cumulating educational and other funds 
for children and grandchildren, and, in 
connection with testamentary trusts, for 
funds too small to be handled separately 
by a trustee institution. 

For nearly half a century, life insur- 
ance companies and savings banks al- 
most monopolized the function of offer- 
ing a mechanism for setting up educa- 
tional funds but inflation defeated the 
hopes of many parents. The fixed-dollar 
commitments in such contracts didn’t 
grow with the fast inflation in tuition 
costs. When this writer was a student at 
Columbia University, the cost of sop- 
ping up culture was $5 a point or an 
hour of class work per week per semes- 
ter. During the seventeen years that I 
taught financial writing at the School of 
Journalism there, tuition had climbed 
100% to $10 a point. It was recently 
quoted at $47.50 a point. 

The present restrictions on informa- 
tion concerning Common Trust Funds 
are less burdensome than some bank 
officers apparently assume. Both govern- 
ment and trust officers must realize that 
the public has a right to know of the 
various choices open to prudent persons. 

The regulation also states: 


“No bank administering a Common 
Trust Fund shall issue any document 
evidencing a direct or indirect interest 
in such Common Trust Fund in any 
form which purposes to be negotiable 
or assignable. The trust investment 
committee of a bank operating a Com- 
mon Trust Fund shall not permit any 


a 


, *A survey covering the opportunities and cautions 
0 be observed in common trust fund publicity ap- 
peared in T&E, Dec. ’54, p. 1072. Rules of the Board 
of Governors of the Federal Reserve on publication 
of information from the Bulletin of February 1955 
also appeared in our issue of March 1955, p. 203. 
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funds of any trust to be invested in 

a Common Trust Fund if it has reason 

to believe that such trust was not 

created or is not being used for bona 

fide fiduciary purposes.” 

In highlighting the inhibition on 
banks, the regulation says further: 

“A bank administering a Common 
Trust Fund shall not, in soliciting 
business or otherwise publish or make 
representations which are inconsistent 
with this paragraph or the other pro- 
visions of this part and, subject to 
the applicable requirements of the 
laws of any State, shall not adver- 
tise or publicize the earnings realized 
on any Common Trust Fund or the 
value of the assets thereof.” 


Put in affirmative language, as I in- 
terpret it, a bank can advertise that it 
operates a Common Trust Fund for 
bona fide fiduciary purposes. The only 
specific prohibition is against publiciz- 
ing the earnings and unit value record. 
Certainly this leaves banks and trust 
companies at least as free to advertise 
as New York Stock Exchange firms were 
in a more austere period when tomb- 
stone advertising was in vogue. Even 
such methods of calling attention to the 
fact that there are arrangements for 
trust services to moderately circum- 
stanced persons are vastly superior 
than the prevailing vacuum of silence. 


Private Subsidy of ‘Social’ Schemes 


Professional fund managers must face 
the reality that Wall Street in its market 
chatter always finds a rationale for the 
prevailing behavior of security prices. 
Brokerage gossip is always at equilibri- 
um with stock quotations. In his prime 


as a market operator, Bernard M. Ba- 
ruch told me that the book of greatest 
value to him was a two volume study, 
written in the mid-Nineteenth Century 
by Reverend Mackay under the title 
“Extraordinary Popular Delusions and 
the Madness of Crowds.” He used the 
book to bolster his confidence that he 
could be correct in his reasoning even 
when he differed from the prevailing 
view. 

Most market movements start on a 
sound premise but through momentum 
the discounting of the probable occasion- 
ally becomes extravagant. Contrary to 
superfiicial market comment, the new 
investment interest in the wonder stocks 
—electronic, photographic, and other 
scientific-oriented ventures is not based 
on mere exaltation of glamour per se. 
In addition to the obvious appeal, there 
is an attempt to use the fast growth 
stocks as a means of escape from the 
consequences of imprudent public and 
private financial trends. Specifically, the 
profit squeeze, based on the relentless 
pressures on the corporate income dol- 
lar from unions, tax collectors, and ven- 
dors of materials inflated in price by 
monetary and other factors, has caused 
thoughtful appraisers of securities to 
speculate philosophically as to whether 
the blue chips have as good a future as 
a past. 

A mature approach would be to seek 
reorientation of the frozen economic, 
political and social concepts, the out- 
moded laws, the obsolete consent decrees 
and legal decisions, and the governmen- 
tal efforts to burden the cost sheet with 
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vote-catching social schemes. Such a 
movement, if successful, would put 
American industry and labor in a better 
competitive position with West Europe 
and Japan. which have new, ultra mod- 
ern equipment and a substantially lower 
money-wage cost. As long as such corpo- 


rate burdens increase there is no escape 


even into the “glamour” stocks. 


Originate or Deteriorate 

Old or new, the corporations which 
will survive and succeed best are those 
which are alert to change and are 
leaders in research and development. 
The newer wonder industries undoubted- 
ly have a good future, but the wisest 
executives in these trades are planning 


through diversification, research and 
alert management to make sure that 


their units survive in these expanding 
industries. The experience of the “also 
rans” in the automobile industry is a 
reminder that. even in a flourishing in- 
dustry not all starters make the finish 
line. 

Moreover, old companies, such as du 
Pont, General Electric, General Motors, 
Standard of New Jersey, and numer- 
ous others are trying to stay young and 
vital as they mature through expanding 
product and process applications. Now- 
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adays a successful company is a com- 
plex of managerial, research and mer- 
chandising know-how, which is set up 
to take advantage of change rather than 
be swamped by it. 

In setting down some principles, with 
special reference to the chemical indus- 
try. David H. Dawson, vice president of 
E. I. du Pont de Nemours, pointed out 
that a number of formidable changes 
in the industry’s markets have occurred. 


“For example, the areas of compe- 
tition among chemical products have 
greatly increased in recent years, and 
can be expected to increase - still 
further in the future. ‘Dacron’ poly- 
ester fiber wrests a major market 
from cotton and wool, but some part 
of its growth is achieved at the ex- 
pense of rayon and nylon. Poly- 
ethylene replaces paper and other ma- 
terials in the packaging market, but 
also shoulders cellophane aside in 
some applications. Nylon replaces hog 
bristles in brushes, but also preempts 
markets for cellulose acetate, which 
in film form is being simultaneously 
attacked by polyesters. 

“This kind of product competition 
within the industry and often within 
the same company usually leads only 
to a slowing of growth for the earlier 
product, but total volume of both 
products is increased. It is rare that 
a major chemical product finds itself 
totally supplanted, even over an ex- 
tended period. But at times the com- 
petition does lead to sharply reduced 
markets and eventually even effective 
product obsolescence.” 


Neil H. McElroy. then president of 
Procter & Gamble. announced shortly 
after World War II the launching of a 
major synthetic detergent, which he 
knew would compete with his company’s 
best seller, Lvory soap. “Nowadays,” 
he remarked, “ a businessman must be 
ready to trump his own ace.” 

There is a significant change since the 
earlier era of individual proprietorships. 
C. W. Post, as an individualist, carried 
on a morale crusade for Postum, a coffee 
substitute. He thought that caffeine was 


an enemy of the human race. The sue. 
cessor company, General Foods. caters 
to the whole public and sells along with 
Postum both instant and regular coffee, 

A member of the Childs restaurant 
family added to the chain’s depression 
troubles during the 1930's by putting 
his personal views above those of the 
patrons when, for a time, the chain 
dropped meat courses and went on a 
vegetarian basis. 

While business executives should have 
a social conscience, they should not get 
in the way of the right of the customer 
for free choice. 


Government Servants — Per Capita 


H. L. Mencken in his prime invented 
the literary device of estimating the net 
cost to him, as a single taxpayer, of 
personalities then in government. In this 
dramatic manner he conveyed the notion 
that he felt that he was overpaying for 
the contribution to society of contempo- 
rary bureaucrats. If he were alive today, 
he would have to stretch his arithmetical 
computations to allow for inflation. 

In 1913, when the Federal income tax 
was initiated, the Federal budget amount- 
ed to $8 per capita, and is today close to 
$500. If full allowance is made for de- 
preciation of the currency, the cost per 
person of the overhead of the Federal 
government has increased twentyfold. 
And even after making allowance for 
economic growth in the last 48 years, 
the percentage of the Federal budget to 
Gross National Product has increased 
to 15%. 

Another facet clarified by these com- 
parisons is the “foot in door” technique 
for introducing change. The Congres. 
sional debates concerning the proposed 
inauguration of an income tax brought 
forth assurances from proponents that 
the tax rate would be slight. Thus in 
the initial law the normal tax rate was 
1 per cent, and the initial surtax was 
graduated only to 6%. 
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BIG BEN chimes the hours above Great Britain’s Houses of Parliament in Westminster 
Palace. This famous clock bell, which weighs 132 tons, was installed in 1856. 
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1 re : 4 5 6 a 8 9 10 
PORTFOLIO PRINCIPAL PERFORMANCE INCOME 
POLICY Base (100): Bid Price 6/30/50 Net I 
For detailed explanation as to si ee 
selection and interpreation of ividend % on 
data see July 1959 issue, p. 690. 7% common stocks, canna aver. month-end 
lower grade bonds & / 8/31/61 fferi 2 
ferred stocks — Bid& Bid : wn A all 
ae Pre-War 8/31/61 Cap. only Last _5-Yr, 
Recent 5-Yr. range | 12/30/39 Low High Distr. 12 Mos. Avg. 
BALANCED FUNDS 12.3 95.6 221.6 219.8 174.6 3.10 3.29 
1 American Business Shares 62.5 62.5 48.6 72.4 97.5 171.4 170.7 123.3 3.11 3.45 1 
2 Axe-Houghton Fund “A” 70.2 70.2 49.4 63.1 96.3 215.3 209.2 137.9 3.43 2.85 9 
3 Axe-Houghton Fund “B” ie 75.3 75.6 67.7 55.5 95.9 238.2 234.7 184.4 2.51 2.88 98 
4 Boston Fund 63.2 72.2 54.1 69.4 95.5 239.7 239.7 187.4 2.79 2.90 4 
5 Commonwealth Investment Co. 63.0 74.3 59.7 57.6 84.0 222.7 222.2 183.4 2.77 2.99 5 
6 Diversified Investment Fund, Inc. —..———---- 68.5 73.1 63.7 — 88.0 224.8 222.2 173.8 3.45 3.79 ¢ 
7 Eaton & Howard Balanced Fund 67.0 70.9 59.9 67.0 96.3 222.0 2220. 188.7 2.94 2.95 17 
8 Fully Administered Fund (Group Securities) —~ 77.1 78.9 68.3 87.0 96.4 177.7 177.4. «145.5 3.57 3.81 8 
9 General Investors Trust 63.9 80.7 55.4 91.7 97.2 213.6 206.1 144.9 3.62 3.82 9 
10 Investors Mutual ..........-... NA NA NA — 96.3 213.9 213.2 191.7 3.10 3.41 10 
11 Johnston Mutual Fund 76.0 79.9 56.4 — 96.6 285.9 285.9 239.0 2.00 2.75 1 
12 Massachusetts Life Fund 65.4 69.2 58.0 — 97.2 199.5 199.1 179.1 3.01 3.10 12 
13 National Securities—Income series —..... 84.0 91.8 82.7 — 96.8 188.3 185.4 144.8 4.33 4.70 13 
14 Nation-Wide Securities 63.1 63.1 54.4 82.3 97.2 205.3 203.8 165.7 3.17 3.45 14 
15 George Putnam Fund 77.1 77.1 63.3 83.5 97.5 270.8 269.4 218.9 2.52 2.92 15 
16 Scudder Stevens & Clark Balanced Fund ——.. = 10:2 70.4 58.7 74.6 97.3 199.9 199.1 159.3 2.94 3.06 16 
17 Shareholders Trust of Boston 65.7 72.9 49.0 — 96.8 231.2 229.6 169.3 3.538 3.66 17 
18 Stein Roe & Farnham Balanced Fund — 68.8 68.8 51.6 — 968 271.9 270.7 -215.7 2.79 2.78 18 
19 Wellington Fund -..... 66.5 68.0 57.8 09 OS Sete 219.4 1750 2.94 3.10 19 
20 Whitehall Fund 57.2 58.0 50.4 — 95.8 217.7 | 216.4 1649 | 3.40 3.51 2 
FLEXIBLE FUNDS 73.3 95.8 273.8 271.6 213.4 2.62 3.01 
21 Broad Street Investing Corp. 91.9 91.9 177.3 65.1 93.7 311.5 309.4 256.9 3.08 3.40 21 
22 Delaware Fund ~_.. 93.7 943 84.3 69.3 95.3 268.0 265.2 188.1 2.35 2.76 22 
23 Dreyfus Fund 86.8 99.9 52.7 — 96.6 465.5 458.5 388.6 1.82 1.97 2 
24 Fidelity Fund —.... 94.1 964 80.2 — 95.4 330.38 | 328.3 266.7 2.35 2.97 24 
25 Institutional Foundation Fund 77.3 88.5 75.5 — 95.5 261.0 259.7 195.8 3.26 3.72 25 
26 Knickerbocker Fund -... 95.1 95.5 63.0 101.0 96.4 198.5 197.4 135.4 3.00 3.34 26 
27 Loomis-Sayles Mutual Fund 75.4 75.4 49.5 60.5 96.6 209.7 | 209.3 154.5 2.81 3.06 27 
28 Mutual Investment Fund —... 90.1 90.1 55.8 84.6 95.7 192.6 191.0 144.9 2.75 2.96 28 
29 New England Fund -... 59.0 66.8 53.2 78.4 97.2 194.2 193.5 145.8 3.04 3.43 29 
30 Selected American Shares 97.8 97.8 81.1 74.0 94.3 276.9 275.4 192.2 2.29 2.85 30 
31 Sovereign Investors —.......... 96.5 96.7 91.3 98.3 98.2 298.7 292.3 263.2 3.22 3.62 31 
32 State Street Investment Corp. 88.9 93.9 81.2 56.8 95.3 244.8 244.3 161.5 2.17 2.42 22 
33 Wall Street Investing Corp. —_$$____...__ 82.0 88.2 80.6 — 96.1 304.3 302.9 276.0 2.40 2.83 33 
34 Wisconsin Fund, Inc. -. 97.4 98.2 77.4 54.8 95.4 276.5 240.1 2074 2.17 2.85 34 
COMMON STOCK FUNDS 65.3 94.7 349.1 | 3474 2783 | 238 2.71 
35 Affiliated Fund* 90.3 90.3 84.5 61.4 93.6 271.3 Sti 2042 2.81 3.18 35 
36 Bullock Fund 86.6 88.5 176.7 68.0 94.6 302.3 300.7 223.4 2.58 2.76 36 
37 Dividend Shares 0.2 91.0 81.6 Db 93.6 279.1 277.4 225.0 2.58 2.95 37 
38 Eaton & Howard Stock Fund 90.2 90.2 78.3 62.2 95.2 360.9 360.4 320.0 2.20 2.36 38 
39 Fundamental Investors 98.4 99.2 96.7 54.5 94.4 334.5 331.3 277.3 2.16 2.56 39 
40 Group Securities—Common Stock ~~ 99.0 99.1 90.4 — 95.1 264.7 264.1 209.4 3.71 4.21 40 
41 Incorporated Investors 93.0 96.3 82.4 59.8 96.6 328.8 824.2 225.8 1.97 2.19 41 
42 Investment Company of America 87.9 955 174.5 64.1 94.1 339.8 337.9 2384.2 2.21 2.42 42 
43 Keystone Growth Common (S-3) ——-. —--. NA NA NA 71.7 97.4 380.3 380.3 261.9 1.79 2.09 4 
44 Massachusetts Investors Growth Stock Fund — 90.0 99.7 90.0 69.6 94.7 477.1 475.8 411.9 1.35 1.63 44 
45 Massachusetts Investers Trust 98.7 99.7 97.3 76.6 95.3 365.3 363.4 329.8 2.68 3.03 45 
46 National Investors —__... 98.5 99.6 96.4 57.6 92.7 443.1 438.9 354.2 1.49 1.96 46 
47 National Securities—Stock Series — 98.4 98.9 93.9 — 93.6 249.8 | 248.5 186.9 389 4.32 41 
48 T. Rowe Price Growth Stock Fund — 83.7 87.8 72.1 — 94.6 523.8 521.4 438.7 1.63 1.92 48 
49 Scudder Stevens & Clark Common Stock Fund... 97.4 98.5 91.6 — 94.5 3438.1 342.1 285.1 2.35 2.50 49 
50 United Income Fund 95.5 95.5 898.3 — 95.4 321.9 320.7 265.3 te 3.21 50 
500 STOCK INDEX (Standard and Poor’s)® — — — 70.7 74.3 389.3 384.8 a sam nine 
CONSUMERS PRICE INDEX (B.LS.)2 ~~. — — oa 58.5 100.0 125.8 = = 




















n—Adjusted to June 30, 1950 base; *—Leverage operated until 2nd quarter 1950; Italics indicate ex-div. or high or low price reached during current month. 


NA—Not available. 
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deVegh introduces Purchase 
Plans with Insurance 


The first periodic purchase plans with 
life insurance to be offered by an in- 
vestment company whose shares may 
be purchased at net asset value without 
a sales load have been introduced by 
the two funds sponsored by deVegh 
and Company — the deVegh Mutual 
Fund, Inc. and the deVegh Investing 
Co. The plans permit creation of in- 
vestment programs which, in the event 
of the investor’s death, will be com- 
pleted automatically through proceeds 
of group creditor life insurance issued 
by the John Hancock Mutual Life In- 
surance Co. Total insurance coverage 
is limited to $15,000 per participant. 

Heretofore this insurance feature pre- 
dominated among the “front-end loaded” 
or contractual plans with a limited num- 
ber of “voluntary plans” also  incor- 
porating it as an optional feature. These 
latter are the Fiduciary Mutual Invest- 
ing Co., Inc., the three Commonwealth 
Funds of San Francisco, the two Dela- 
ware Funds, the Investment Trust of 
Boston, the two Putnam Funds 
Crown Western Investments, Inc. 

Charges to the investor under the new 
deVegh plans include (A) the insurance 
charge (currently $0.75 per month for 
each $1,000 of insurance in force), and 
(B) the Bank’s service fee consisting of 
(1) a Bank charge of $0.75 deducted 
from the initial subscription and repre- 
senting the cost of establishing the in- 
sured plan account on the _ Bank’s 
records and (2) a Bank charge of $1.15 
deducted from each monthly remittance 
to cover the Bank’s costs of annual main- 
lenance, processing monthly remittances 


and reinvesting all dividends and distri- 
butions. 


and 


The plan is extremely flexible allow- 
ing cancellation without any penalty to 
the investor other than loss of the in- 
surance. Following such termination, ac- 
cording to the prospectus, the investor 
may continue subscribing to shares of 
the fund, either by single payment sub- 
scriptions or under the periodic pur- 
chase plan without insurance. 
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“No Load” Mutual Reaches 
$100 Million Mark 


For the first time, an individual in- 
vestment counsel-sponsored fund which 
distributes its shares without the benefit 
of a selling commission has reached 
the $100 million mark. In the latter part 
of August the Loomis-Sayles Mutual 
Fund, one of the almost two dozen 
publicly distributed funds of this type, 
passed this very significant milestone. 
Founded in 1929, early in mutual fund 
history, by the investment counsel firm 
of the same name, this pace-setter has 
shown steadily increasing growth and 
now has over 13,200 shareholders in 
fifty states and in many foreign coun- 
tries. 

The fund has a flexible investment 
policy, varying the proportions of com- 
mon stocks, preferred stocks and bonds 
in its portfolio according to manage- 
ment’s appraisal of conditions. Primary 
objective is long-term capital apprecia- 
tion with attention also given to ccnser- 
vation of capital. In fact, particularly 
in its earlier history when market de- 
clines tended to be more severe and pro- 
tracted, it has had an enviable record 
for protecting the principal of its in- 
vestors. 

Maurice Freeman, President of the 
Loomis-Sayles fund, observed that “this 
achievement demonstrates conclusively 
that there are many investors who wish 
to invest in a prudently managed ag- 
gressive fund on their own initiative 
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without the pressure or cost of a sales 
organization.” Management is working 
on several changes in the Fund’s setup 
to broaden its usefulness and improve 
its efficiency. One such step being taken 
immediately is to reduce the manage- 
ment fee to 3g of 1% on all assets above 
$100 million. 


Institutional Investor 
Makes Record $6 Million 
Mutual Purchase 

There was no summer lull in business 
for the mutual funds, at least. A record- 
breaking $6 million share order was 
placed by an institutional investor that 
requested its identity not be disclosed. 
According to industry sources, the larg- 
est previous sale of mutual fund shares, 
which was handled through a New York 
brokerage firm, approximated $1,200,- 
00. The new placement was made by 
the B. C. Morton Organization, invest- 
ment dealers with 84 offices in 42 states. 

Bernard Carver, President of the 
Morton firm, gave credit for the giant 
order to what he termed the “consummate 
professionalism” applied to the selec- 
tion, training, supervision of, and as- 
sistance given to, his registered repre- 
sentatives. Striking a welcome note in 
the spotty mutual fund distribution pic- 
ture. he observed that his firm’s “policy 
has always been to recruit capable. re- 
sponsible sales people and to give them 
all the equipment to handle every con- 
ceivable type of situation, however com- 
plex it may be. As a result.” he added, 
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“a large part of our volume consists of 
substantial institutional sales 
labor unions. trusts, alumni groups, en- 
dowment funds, retirement programs. 
profit-sharing plans, and the like.” 

Mr. has recommended that 
the mutual fund industry adopt an ad- 


— to 


Carver 


vanced-training program, similar to the 
insurance field’s C.L.U. courses, to pro- 
vide its sales representatives with the 

»w-how to develop large institutional 
fund sales. 


The large order included an immedi- 
ate investment of $3 million with the 
balance placed through letters of intent 
to be invested before the end of the year. 
Share purchases of $45 million are be- 
ing made in each of twelve different 
mutual funds. In addition to the Insur- 
ance Series of the B. C. Morton Fund. 
these include American Mutual Fund. 


Colonial Fund. Diversified Growth 
Fund, Fidelity Capital, Group Securities 
Common Stock. Investment Co. of 
America. Massachusetts Investors 


Growth Stock, Peoples Securities Corp.. 
Putnam Growth Fund, T-V Electronics 
and Wellington Equity. 


Opinion on Tax-Free Nature 
of Exchange Funds 


Since the I.R.S. will give no more 
specific rulings to individual share-for- 





Investing 
for 
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Learn the facts on 


DIVIDEND 
SHARES 


a mutual investment fund of 
diversified common stocks 
selected for investment qual- 
ity and income possibilities. 


We will be pleased to 
send you a free booklet- 
prospectus and complete 
information. Simply mail 
this advertisement. 


CALVIN BULLOCK 
ONE WALL Peco YORK 5 


Investment Advisor and 
Underwriter of Mutual Funds 
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share mutuals on the tax consequences 
of the swap transactions involved (T&E, 
June 1961, p. 552), the Ohio Franklin 
Fund Inc., now soliciting investors, has 
prepared a brochure detailing the opin- 
ions of three distinguished law firms. 
The Fund is located at 51 North High 
St., Columbus 15. Ohio. 


Canada Trust Investment Plan 
Assets Top $2 Million 


The announcement in this column 
(July/61, p. 637) of Montreal Trust 
Co.’s Consolidated Investment Plan in- 
correctly stated that this was believed 
to be the first mutual-type fund under 
Canadian trust company sponsorship. 
Huron and Erie-Canada Trust Co. has, 
however, operated such a fund since 
mid-1959 through its 28 offices in the 
Dominion.* Starting with total partici- 
pations of just under $60,000, combined 
assets of the Fund have increased in the 
two years to June 30, 1961 to $2,168,- 
000, with a rise of $776,000 during 
1960 and $512,000 in the first half of 
the current year alone. 

The provisions of the two declarations 
of trust under which the Montreal Trust 
and Canada Trust funds function are 
basically quite similar, with entire flexi- 
bility of transfer from the Fixed-Income 
to the Equity Section or vice versa at 
the option of the participant. Investment 
management fees are the sole charges 
borne by unit-holders. 

Canada Trust Investment Fund, with 
an original unit value of $20, reported 
the fixed-income unit at $20.57 as of 
June 30, 1961 and total assets at mar- 
ket of $1,139,000. The equity portion, 
with a market of $1,029,000, stood at 
$19.70. Based upon gross projected in- 
come for the coming year of present 
portfolio holdings, which may be al- 
tered by any changes therein, the fixed- 
income yield is an estimated 5.49% and 
that of the equity side 3.35%. 


*T&E, July ’59, p. 672. 





Among the equities, public utilities 
hold first rank in popularity at 20.4% 
of total holdings, followed by 12.9% of 
mines and 10.1% of oils. 


Westminster Fund Assets 
Valued at $86 Million 


Westminster Fund, the new share-for. 
share fund sponsored by Hugh W. Long 
and Co., has closed its books on final 
portfolio adjustments and begun opera- 
tions with assets valued at approximately 
$86 million. In the June column (p, 
638) we had anticipated a_ portfolio 
somewhat in excess of this amount, Be. 
cause of the withdrawal of several de. 
posits plus the fact that the fund had 
found it advisable not to include “con. 
trol” stock which it had accepted tenta. 
tively, the original figure was reduced, 
The precise definition of “control” stock 
is somewhat elusive, but a legal interpre. 
tation is based on provisions of the Se. 


curities Act of 1933. 


Mutual Net Sales Up 
13% in Half Year 


The net sales of mutual funds to the 
public (gross less redemptions) were 
$766 million for the first six months of 
1961, up 12.8% from the corresponding 
period in 1960. The gross sales of $14 
billion established an all-time high and 
made an even more favorable compar- 
son with the preceding year’s gross than 
did the net figure. A rise in the redemp- 
tion rate from 39% of gross sales in the 
first half of 1960 to 46% in the current 
semi-annual period accounted for this 
variance, although it declined in July to 
30%. As has been suggested in this 
column on several occasions, a thorough 
study of the large redemptions and their 
probable connection with poor selling 
procedures is long past due. Such an 
undertaking on the part of the industry 
trade association would indicate that it 
really “meant business” with the pro- 
jected refurbishing of its organization. 
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GROUP OF MUTUAL FUNDS 
COMMONWEALTH INVESTMENT CO. 
A balanced.fund established 1932 
COMMONWEALTH STOCK FUND 

for long-term growth possibilities 
COMMONWEALTH INCOME FUND 

for current income 


COMMONWEALTH INTERNATIONAL 
AND GENERAL FUND 
for international investing 


Free prospectus 
from your investment dealer or 


NORTH AMERICAN SECURITIES CO. 


615 RUSS BUILDING SAN FRANCISCO 4 
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SO*' © PRINCIPLES OF 
CO*:\MUNITY GIVING* 


Collec: assets of community 
foundatic..s have grown from about 
8100 mil! on in 1949 to $434 million in 
1959. 

Althou.: it is not a phenomenon of 
uniquely \merican origin, organized 
philanth: iy has come to its full blos- 
som here. The experts tell me that we 
have 5,2°°0 foundations with assets of 
$50,000 «» more and that about twelve 
hundred are added to the list annually 
by the Internal Revenue Service. Ob- 
viously this does not include the seven 
thousand-plus organizations which pro- 
mote health causes and other philan- 


thropies. 
In his book entitled “Charities of 
London. 1480-1660,” W. K. Jordan 


quotes an early commentator, John Stow 
(1598) who interpreted such giving as 
due to what was “at bottom a moral 
greatness formed as men of that age 
wrestled with the forces of social evil and 
strove to create a good and civilized 
community of men.” This would be a 
good definition of the expressed objec- 
tives of modern organized philanthropy. 


One aspect of foundation operations 
seems to me overstressed. I refer to the 
obvious pride in how little it costs to 
dispense grants. The cheapest adminis- 
tration is rarely the most skillful admin- 
istration. There is every reason why you 
should not build up large permanent 
staffs, but there are many reasons why 
you should utilize consultants freely. 
Prospective donors are more likely to 
feel confidence in a community fund as 
the repository of gifts and bequests if 
they are aware your grants are made 
after adequate investigation and upon 
the recommendation of experts in a 
given field. Moreover, future donors of 
gifts restricted to a given area should 
be persuaded of the necessity for writing 
into their deeds of gift at least a mini- 
mum percentage to cover the cost of 
sound administration. 

The Gulbenkian Foundation (which I 
am told is the largest in the world) re- 
cently published a report “Help for the 
Arts,” from which I quote in substance: 

Above all, a trust can and should be 
prepared to back individuals—artists 
and not institutions create art. (Here I 
interpolate that this is true of all 
achievement, whether artistic, scientific, 
or sociological.) 

A trust is bound to develop a policy 
but trustees should never allow them- 





*Excerpts from address to Annual Conference of 
National Council on Community Foundations: St. 
Paul, May 12, 1961. 
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selves to be dominated by it. They 
should not allow themselves to slip into 
a position in which their decisions are 
governed by precedents like most pub- 
lic bodies or they cease to be free to 
exercise an unfettered judgment of each 
case as it is presented. They must be 
ready to back needful and promising 
schemes outside their normal scope. One 
of the chief aims of a trust must be to 
seek out and give encouragement to 
movements which are significant and 
creative and support what others may 
not feel bold enough to support. 

While a trust should encourage new 
developments, it is as important to keep 
essential organizations well nourished. 
It is important that money should be 
given in a way that does not weaken the 
responsibilities of those who receive it 
—the practice of giving grants to meet 
annual deficits is plainly mischievous. 

Grants should be made for fixed 
amounts and for fixed periods. The re- 
ceiving organizations will thus know 
where they stand and make their plans 
accordingly. 


A A A 


PENSION TRUST BUSINESS 
POTENTIAL* 


Persons at all ages and in all tax 
brackets are growing conscious of the 
advantages of working for an employer 
with a pension or profit sharing plan. 
Indeed, for most, it is the only way they 
can accumulate any financial security. 

Perhaps the major objective of trust 
officers should be to encourage their 
associates, the “commercial officers’, to 
reflect on current economic forces and 
inform every customer or prospect of 
the significance of these trends. The cost 
of pensions and profit sharing plans is 
going to get much larger if they are to 
serve their purpose—that is to accumu- 
late sufficient assets to retire super- 
annuated employees. Three principal 
reasons for this increase are rising earn- 
ings levels, reduction in retirement ages, 
and improvements in mortality rates. 

None of these factors can be con- 
trolled by the employer. The only factor 
which he can control or at least influence 
is the administrative efficiency of his 
program and the investment yield that 
may be earned on pension/profit shar- 
ing assets. 

The biggest remaining market for 
pension/profit sharing business from the 
bank’s standpoint is the small case— 
namely those companies with 10 to 200 

*Excerpts from address by Joseph W. Satterth- 
waite, Consultant to Towers, Perrin, Forster & Cros- 


by, Ine., Atlanta, before 1961 annual meeting of 
Trust Division, Georgia Bankers Assn. 


lives. There are still hundreds of com- 
panies that either do not have plans 
or have inefficiently funded plans. These 
employers need professional actuarial 
and consulting help to eliminate the 
financial mystery that so often sur- 
rounds the financing of these plans. They 
also require better plan design to co- 
ordinate the  pension/profit sharing 
plans with all other benefits provided 
either by private or public monies (indi- 
rectly, employer dollars). 

It is true that actuarial services are 
expensive. But on the other hand, poor 
advice from persons not qualified in the 
technical aspects of these problems will 
prove to be even more expensive to the 
employer. Seminars of from 5 to 10 
employers conducted by professional 
consultants and actuaries can be organ- 
ized by the trust officer. These will pro- 
vide competent help at reasonable cost. 
These groups should be small enough so 
that each employer can discuss some of 
his own specific problems. 

A good pension plan costs from 8 to 
10% of payroll. A 100 life company with 
a $400,000 annual payroll represents a 
possible $40,000 per year contribution 
or a trust fund of from $500,000 to 
$750,000 by 1970. One hundred such 
companies represent potentially $75,- 
000,000 worth of trust business. Unlike 
other kinds of trust business. these funds 
will continue to grow. 


A A A 


Will Retention 


Not often enough is thought given to 
maintaining those fiduciary appoint- 
ments previously ‘obtained by a bank, 
states John E. Park, trust officer, De- 
troit Bank & Trust Co., in the July is- 
sue of Bulletin of the Financial Public 
Relations Association. 


Mr. Park 
says, “that trust institutions will spend 
large amounts of time and money soli- 
citing new accounts on the one hand 
and on the other expending little or no 
effort on retaining present business. The 
question has been raised. he continues, 
whether or not a corporate trust institu- 
tion has an obligation to act in accord- 
ance with the terms of a deposited will. 
There certainly must be some moral 
obligation to act if at all possible. 


“It seems incredulous.” 


If there is at the very least a moral 
obligation, he says, then certainly it 
behooves the fiduciary to keep in touch 
with the customer in an attempt to keep 
the arrangement in proper working or- 
der. A retention program is outlined by 


Mr. Park. 
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1. U.S. Government Bond Yields 
3-Year Taxable Treas. _......__ 3.62 3.51 3.42 3.73-3.09 5.17-1.385  1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. —.__._ ‘,, 3.91 3.80 3.64 3.99-3.27 5.10-1.75  1.87-1.06 1.70-1.24 (a) (a) (a) 
10-Year Taxable Treas. _..____“ 3.96 3.91 3.79 4.17-3.63 4.91-1.95  2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 214s, 9/15/72-67 ___.___. Se OG 3.94 3.87 3.67 4.10-3.63 4.68-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 214s, 12/15/72-67 —..__.. en 3.90 3.85 3.65 4.07-3.60 4.59-2.44 2.48-2.08 2.50-2.37 (a) (a) (a) 
a SEI ons aguas 4.03 3.85 3.75 4.05-3.70 4.44-2.59 (b) (b) (b) (b) 
3s, 1995 o % 3.77 3.65 8.70 ~- 3.78-3.53 4.10-2.94 
2. Corporate Bond Yields 
Aaa Rated Long Term _.............. % 4.45 4.45 4.23 4.45-4.21 4.61-2.65  2.91-2.45 2.88-2.59 5.75-2.70 6.38-4.42 
Aa Rated Long Tern ........................ xs Ge 4.59 4.55 4.40 4.59-4.32 4.78-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rete’ tans Ten... &% 4.81 4.77 4.62 4.81-4.55 4.95-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term _............... % 5.12 5.11 5.01 5.12-4.99 5.37-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
3. Tax Exempt Bond Yields 
Aaa Rated Long Term _.......... _ Te 3.34 3.33 2.99 3.37-3.12 3.65-1.28  1.98-0.90 1.84-0.93 2.81-1.56(d) (d) 
Aa Rated Long Term _._.______. cent 3.52 3.48 3.27 3.55-3.33 3.81-1.37  2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term _...____. wey 3.71 3.68 3.55 3.72-3.55 4.06-1.72  2.64-1.28 2.49-1.49 3.29-2.11(d) (d) 
Baa Rated Long Term _...____. ae 3.98 3.93 4.05 4.16-3.93 4.51-1.98 3.05-1.57 2.94-1.80 3.71-2.60(d) (d) 
4. Preferred Stock Yields 
Industrials—High Dividend Series 
High Grade % 4.63 4.59 4.58 4.67-4.58 4.85-3.80  4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade .——.___. 7 4.84 4.85 5.12 4.89-4.79 5.60-4.45  5.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
mee Gee os. antes. GG 4.41 4.36 4.34 4.43-4.36 4.67-3.45 3.92-3.27(e) (e) (e) (e) 
Medium Grade —................ % 4.71 4.68 4.66 4.75-4.64 5.16-3.80 4.20-3.52(e) (e) (e) (e) 
Utilities—Low Dividend Series 
ee Ns % 4.77 4.74 4.70 4.82-4.66 5.12-3.77  4.24-3.40(e) (e) (e) (e) 
Medium Grade _......—........ 4.90 4.90 4.94 5.05-4.86 5.34-4.17  4.65-3.69(e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) —....... .... $204.00 200.64 176.68 204.00-186.00 196.07-66.75 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrials—Div. (g) —_....._...... 6.02 6.02 6.03 6.02-6.01 6.01-4.13  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f) 
125 Industrials—Yields —.....-... 2.95 3.00 3.41 3.23-2.95 6.79-2.96 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19(f 


(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 


{c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 


{d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 
{e)—Low Dividend Preferred Yield Averages in this series date from 


Jan. 2, 1946. 


*Revised. Medium grade, high dividend series preferred stock yields for Oct., 5.14; Sept., 5.16. 


(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 


Note: To facilitate comparisons between the three charts above, all yields 


have been placed on the same inverted arithmetic scale which appeats 
on the left side of each chart. 
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EDITOKiAL... 
(Continued from page 756) 


in Lat:.. America) to join the Soviet 

‘colon: il liberators.' The claim that the 
Social: ;t states have shown "respect for 
indepen .ence and sovereignty" of each 

other l.:S to be measured in the crucible 
of Polai:d, Hungary, East Germany and others 


who “acopted" the Socialist path, but 
which are denied any plebiscite. What a 
contrast to our grant of independence to 
the Phiiippines — and Cuba! 


ECONOMIC CONDITION AND REVISIONISTS 


The current program or manifesto gives 
interesting light on the economic situa- 
tion in Russia: in twenty years they hope 
to have enough apartments for individual 
families, in ten years to raise industrial 
production 150% so as to exceed the pres- 
ent U.S.A. output, to approach 1000 bil- 
lion KW electric power capacity. Strange- 
ly, the K-draft says: "It is necessary to 
promote profitable operation of enter- 
prise, to work for lower production costs 
and higher profitability." 

The party attaches prime importance to 
the more effective investment of capital 
and to such bourgeois devices as price, 
profit and credit. 

But of greatest moment is the interpre- 
tation to be placed on statements indica- 
tive of military intentions. It may be 
highly significant that such stress was 
laid on 'Selling' the advantages of being 
amember of the Socialist community and 
the ardent pleas that the other Soviet 
States work together in ‘Socialist con- 
struction’ toward "the great common goal — 
communism." The point is also made that 
"In terms of internal conditions, the 
Soviet Union needs no army....." 

Further, there is much argumentation 
about the dangers of Revisionism and need 





of unity in the Socialist camp. Is this 

an indication that Moscow has created a 
Frankenstein monster under the illusion of 
building a cooperative Chinese Communism? 
There is evident fear of rising national- 
ist sentiment among the satellite nations, 
which would imperil Russia itself if a 
second-front war were contemplated. Appar- 
ently there is much reason for wrinkled 
brows in the Kremlin. 





WEATHER-OR-NO NOTES 


FOREIGN AND DOMESTIC AID PROGRAMS, 
Sidies for soil-banks and ships and 
"social-security' largesse of marvelous 
proportions and varieties recalls the line 
of the legendary king in Gilbert and Sulli- 
van's 'The Gondoliers' who "wished all men 
as rich as he...So to the top of every 
tree, promoted everybody." But human na-= 
ture being what it is (was and probably 
will be), Someone is always finding fault. 
A current quip in Washington goes: Q. 
Where is the New Frontier? A. Out where 
the waste begins .eeee. 

THE ULTIMATE IN SECURITY, Jails, 
take on a new look if the New Haven 
Sheriff has his way. He is urging con- 
struction of a combination swimming pool 
and ice-skating rink in the state gaol 
there. ‘Healthy mind in healthy body' is 
the worthy objective, and could set a very 
sensible precedent. But the whole idea is 
endangered by his condition that the in- 
mates build it themselves. What will the 
unions say to this — and the political 
dispensers of patronage?.....The 100 ft. 
aluminum sphere ‘Echo 1" has completed its 
first anniversary in space after circling 
the earth 4480 times. It has transmitted 
voice and music, facsimile photographs and 
even a letter sent by the U.S. Post Office 
Department. So that's what happened to it! 


sub= 


may 











Entry foyer emphasizes “home” appearance of new Trust Depart- 

ment quarters at Oklahoma City’s Liberty National Bank & Trust 

Co. Bust of early Roman banker is at right. “A trust department 

often serves as a ‘member of the family,’ says senior trust officer 

Willard Boggs. “So, we feel it’s natural that our department 

should have the atmosphere of a fine home.” The design is in 
the classic Georgian tradition. 


SEPTEMBER 1961 


| 





Opening of new Trust Department at Las Vegas head office of 
Bank of Nevada is occasion of congratulations proffered by presi- 
dent A. M. Smith (left foreground) to C. D. “Don” Brown, vice 
president and trust officer. In the background are the bank’s four 
senior officers (left to right) H. T. Greenfield, vice president and 
cashier; C. E. Sutherland, executive vice president; R. K. Walker, 
administrative vice president; Colvin S. Smith, vice president of 
the Loan Production Department. 
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DEPENDABLE TRUST SERVICE 
in DELAWARE 


for Seventy-Five Years 


Our personal and corporate 
trust services, based on de- 
pendable, efficient group 
judgment and complete facil- 
ities, include: specialized 
investment management: ex- 
perienced trust administra- 
tion and estate settiement; 
prompt, understanding at- 
tention. We welcome the 
privilege of serving you 
and your customers. 


BANK of DELAWARE 


Main Office: 901 Market Street 
Wilmington, Delaware 


Wilmington ¢ Newark e Odessa e Smyrna 


Dover ¢ Seaford e West Seaford 
Member: FDIC e Federal Reserve System 














Facts about 
Industrial Opportunities 
in the area we serve in 

Utah, Idaho, Colo., Wyo. 


Write for FREE COPY 
Box 899, Dept. U 
Salt Lake City 10, Utah 


f [| G HT B Inquiries held in strict confidence. 
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Investment Aid for not distributed automatically. Confidep. 
Correspondent Banks tial company interviews may be dis. 
cussed by telephone with the contacting 
analyst to whatever degree seems ap- 
propriate. Each four weeks, a summary 
of outstanding purchases and sales js 
distributed as a guide to the practical 
application of current investment policy 
but appropriate symbols are used to 
avoid possible misconceptions as to the 
significance of these actions. 


Metropolitan banking institutions are 
equipped to render a wide range of 
services to correspondent banks in out- 
lying areas. With large staffs and spe- 
cialists to meet the needs of their de- 
positors, they can extend these excep- 
tional skills to out-of-town associates 
which cannot afford similar coverage in 
width or depth. In the field of invest- 


. ; Additionally, industry surveys are js 
ments, such services provided by a well ) leit 


sued periodically when circumstances 
warrant, in which major emphasis js 
placed upon important investment con- 
siderations rather than statistical com. 
parisons which can be found elsewhere, 
All the companies approved for pur. 
chase are not automatically included 
but rather those which appear especially 
attractive at the moment. Approximately 
four or five times a year, a list of stocks 
particularly suitable for long term com. 
mitments which also have above aver- 


informed bank or trust company can be 
most useful. These services can range 
from an occasional. informal answer to 
a spur of the moment question through 
an integrated program providing a 
thorough insight into investment policies 
and practices. At least one large metro- 
politan institution with outstanding rep- 
utation for trustee and supervisory man- 
agement of securities now provides as- 
sistance of this nature on a regular basis 
for a carefully selected group of banks. 

Collaboration of a large city bank in 
appraisal and continuing review of in- 
vestment holdings. especially of equities, 
can be extremely helpful but it cannot, 
of course. be expected to take the place 
of full responsibility at the local level for A A A 
judgment by responsible officers and 


age near term attraction, in the opinion 
of the senior officers, is distributed. A 
similar selection of stocks with emphasis 
upon income is also developed in like 
manner. 


PUBLIC TRUSTEE OF NEW ZEALAND 
committees. As a guide or aid to deci- Reports REcorp VALUES 


sion-making, however, it can obviously teins ei Godse ealuad ot tee. 
supplement effectively the work of the 790 were under administration by New 
smaller department. Zealand’s Public Trust Office at March 
A brief summary of current bond and 31, 1961, the fiscal year-end. This is the 
stock investment policy, with an ap- highest value recorded since the office 
praisal of the state of the economy, is WS founded in 1872. 
prepared each month, or if necessary, During the year 4,548 new estates and 
: : ~- funds valued at £15,203,641 were ac- 
more frequently. supplemented every age Ee naidiih 
RO SE EN OTN cepted for administration, compare witl 
oe eee mo covering invest- 4595 valued at £16,410,743 in the previ- 
ment recommendations of the senior ys year. For the first time in the his 
officers on individual companies. Re- tory of the Office revenue exceeded 
ports are available on these names but  £1,000,000. 





o 
X. 


University of Toledo finance students learn investment principles by managing real 

dollars in a fund established by Ohio Citizens Trust Co. of that city in 1950. The bank’ 

total contribution of $10,000 has grown to a market valuation of $22,900 at June |, 

1961. During the second semester a rise of nearly $2,000 was registered. Although the 

students may consult with Dr. Hubert H. Frisinger, their finance professor (second from 

left), as well as top officials of the bank (some of whom are shown here), all decision’ 
are made by majority vote after detailed study of the pertinent facts. 
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TRUS }EESHIP IN JAPAN wealth has not yet matured from this egret? 4: eli lllil 
4 est period, it is felt by many that the rapid 
s- Trust ree ts in Japan seni oneness growth in just the last few years sug- 
g geven-fold in as many years. Notwith- gests that trust business in Japan has 
p- standing {1s growth, trues business ‘already begun to shake off its post war 
y the land «' the rising sun is still suffer- lethargy 
is ing from ‘ie after-effects of World War 
al | UL. A AA 
‘y In Japa’) trust companies are allowed 
to to engage in the commercial banking Folder for Attorneys 
he business. «nd both banks and trust com- 
panies cai, have branch offices through- Prepared by 
is } out the country. A policy of encourag- United Presbyterian Foundation 
re ing independent trust ten 2o ag has A folder containing suggested forms Benjamin Bostick, senior vice president and 
is heen adopted by the Ministry of Finance, of bequests, a pamphlet on “Your Will trust officer of North Carolina National 
a ‘ ea eae ; : er ee Bank, Charlotte, is shown in his office in 
n- however. uring this seven year period, A Mirror of Your Character,” a pam- the new $7 million, 16-story building the 
m- the number of trust institutions has phlet on “Serving the Church — yester- bank moved into within recent weeks. More 
re, dropped from 17 to 15 because two day, today, tomorrow,” and information i 100 persons oe tons - anes and 
: 3 . : mine ei 7 other equipment moved out of the oU-year- 
u- | commercial banks gave up their trust @bout soy United Presbyterian Founda- 13 wractere formerly occupied by the 
led business and jointly organized a new. tion has been prepared by the Founda- bank and into the new modern quarters in 
1h independent trust company, while ai- tion for distribution to attorneys. what bank officials claim is the largest 
, me The wetecied scots teed te 26 of its kind in the history of the 
ely other commercial bank, Chugoku Bank, a , panto f eee y 1 Carolinas. Bank offices will fill the first 
cks simply terminated its trust business. primary purpose of assisting lawyers nine floors of the building with the trust 
: / hn “i Ol in regard to clients who might be or department on the fifth floor. 
= The new trust company Is Loyo Shin- become interested in bequests to the __ — 7 es 
“ol taku (Orient lrust Co.) at Tokyo, church. The pamphlet on Wills, for ex- 
Jon formed in 1959 by the Sanwa Bank and ample, includes discussion of trusts, life- At the end of 1960 total funds under 
A the Kobe Bank. There appears to be time gifts with income return, tax sav- the supervision of the Foundation had 
asis substantial opposition to the Ministry’s ings, and the reasons for having the a market value of $8,956,896. Investment 
like policy against commercial banking trust will drawn and regularly reviewed by advisory service is furnished and the 
siness, but the trend at this time defi- 2 Competent attorney. funds are held in custody by Fidelity- 
us 
nitely favors the independent trust com- The Foundation is a non-profit cor- Philadelphia Trust Co., which has also 
pany. Csi alt 1S tactile one taille. poration, tracing its origin to an act of acted as the Foundation’s treasurer for 
) r é the Legislature of Pennsylvania in 1799. over half a century. 
pendent trust companies. 
18 As of the beginning of this year the 
New | (otal trust assets in Japan were $4,075,- 
arch | 228.000 as compared with $529,021,000 
the f for March, 1954. (See Japan’s Trust 
office | Companies Expand, T&E, January, 1955, 
p. 69). In the same period money in 
and | trust (for discretionary investment) was 
ve $198.289,500, while today it is worth 
ise $701,200,000. Loan Trust for investment 
revi- f . : 
his | ™@ industrial loans rose sharply from 
eded | $99.591,800 to $1,424,186,000. Securi- 
ties investment trust went from $226,- 
—— } 316,000 to $1,867,025.000. 
Property in trust can be money, se- 
perty ) 
curities, monetary claims or properties, 
but the greatest portion is represented 
g p P 
by money in trust, similar to time de- Located off the Atlantic Coast on the Golden Isles of 
posits. The loan trust business, whereby » Georgia—enjoy o myriad of seaside activities 
funds are collected from the general . ocean bathing, fishing, boating, sunning. 
public against the sale of beneficiary Private pool. Skeet shoots. Outdoor dancing 
certificates, is the single largest invest- and eoecnint. Gltnn. Pinang o> 
f ; commodations. Club-like atmosphere. Riding 
ment of the trust companies. The funds trails. Yacht Club. Golf course. Everything to 
are used mainly for medium and long- make you enjoy your vacation. 
term loans to key industries. 
Trust business still represents a rela- Write today. 
tively minor role in the Japanese econ- 
omy. It has never really recovered from 
World War II and the resulting infla- 
tionary period. Fortunes were lost, trust 
vh the business dwindled to a trickle, and bank- 
| from | Ng activities were emphasized for sur- 
cisions 7 vival. Although a new generation of 
S c 
satis | EPTEMBER 1961 sll 
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CORPORATE 
TRUST 
SERVICES ® 


mn Canada 


* Trustee for Bond Issues 
* Transfer Agent and Registrar 
for Stock and Bond Issues 
* Paying Agent for dividends 
« Escrow Agent 
¢ Trustee for Business 
Insurance Trusts 
* Trustee for Employee 
Pension Funds 
The complete trusteeship 
facilities of The Canada 
Permanent Trust Company 
are available to companies 
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any Province in Canada. 
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PROFESSIONAL SERVICE 
ORGANIZATIONS 


(Continued from page 760) 


able to estate of each doctor of $117,500. 

(4) Disability protection is provided. 

(5) Tax-free “Extra” accumulation: 

Dr. Able’s share of pension trust 

at retirement (exclusive of insur- 

ance cash value) __... $154,748 
Total corporation contri- 


bution for Dr. Able 90.193 


Net increase (tax-free) _ $ 64.555 


(Computed at actuarial 
of 314° per annum, no 
turn-over ) 

It should be noted that the untimely 
death of Dr. Able or Dr. Baker would 
result in an earlier and larger net pecun- 
iary gain. And, of course, not to be 
forgotten, is the intangible morale fac- 
tor of pension-covered employees which 
should contribute immeasurably to the 
growth and permanence of the profes- 
sional group. 


Conclusion 
The advantages now available to 
properly qualified professional groups 
are readily apparent. But other factors 
need to be carefully studied and evalu- 
ated before going “corporate.” In addi- 
tion to legal and management considera- 
tions is the human relations factor. Some 
professionals may not be suited for 
group “togetherness.” It is important to 
recognize that the proper group spirit 
should be shared and that members of 
a group be compatible to the over-all 
requirements of give-and-take for the 
long term relationship. 

A passing word about HR 10. This 
derivative of the original Keogh-Reed 
bill of 1951 has still not passed the 
Senate. Even if it does become law, it 
can hardly solve the retirement problems 
of the professional man. The maximum 
allowable annual pension contribution of 
$2,500 is a “drop in the bucket” to the 
high income professional man. The Kint- 
ner Association still may be the proper 
choice. 

What the IRS will do remains to be 
seen. One may certainly expect a stricter 
IRS attitude towards qualifying pension 
plans and a closer scrutiny of the pro- 
fessional group entity, whether it is an 
association or professional corporation. 
Therefore, extreme caution should be 
exercised by the individual or group of 
professional men before rushing to in- 
corporate. 





A group interested in the benefits of 
a professional service corporation would 
be well advised to have a thorough study 
made of its own particular situation by 
their attorney, C.P.A., life insurance 
consultant and trust officer. The study 
should reveal clearly to the group the 
restrictions to which its members would 
be subject under state law and the Ip. 
ternal Revenue Code. 


A A A 


When a Will is Not the Will 


Through some misadventure in the 
normal procedure of reporting our regu. 
lar feature “Wills of the Month,” the 
document which was summarized in the 
July issue (p. 666) as the will of 
HILAND G. BATCHELLER, was in fact an 
earlier document which he had revoked 
by the testament that was actually ad- 
mitted to probate. The source which 
furnished us the material inadvertently 
disconnected the final instrument from 
the prior will in forwarding it to T&E. 
The following, therefore, is a summary 
of Mr. Batcheller’s “Last” Will: 

All tangible personal property is be- 
queathed to Mrs. Batcheller who also is 
devised all realty except the decedent’s 
interest in certain property left to the 
Hiland G. Batcheller, Jr. Memorial 
Foundation. The entire residue of the 
estate is given to the trustees under an 
agreement dated December 27, 1960 be- 
tween the testator as grantor and hin- 
self, his son-in-law and United States 
Trust Co. of New York as trustees. The 
latter two and the widow are the execv- 
tors of the will. 


& & a 


CLEVELAND TAX INSTITUTE 


Mortimer M. Caplin, Commissioner of 
Internal Revenue, will be one of the tax 
experts speaking at the Fourth Annual 
Cleveland Regional Tax Institute pre- 
sented at the Manger Hotel, October 19, 
20 and 21 by the Cleveland Bar As- 
sociation in cooperation with the School 
of Law of Western Reserve University 
and The Cleveland Bar Foundation. 

In addition to discussions of recent 
tax developments and legislation, cor- 
porate liquidations and family tax plan- 
ning for the owner of a small business, 
the institute will present three seminar- 
type discussions which will run concur- 
rently on Friday morning. The subjects 
of these seminars are: Tax Accounting 
Traps, Pension and Profit Sharing 
Plans, and Taxation of Associations. 


A A A 


-e Estate of Arnstein, reported in the 
April 1961 issue, has been affirmed by 
the California Supreme Court, 56 A.C. 
229. 
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‘961-62 Calendar 
& Related Meetings 
& Schools 


Trus 


Sept. 24-9 — National Association of 
Life U: derwriters, Denver 

Oct. 6-7 ~- Michigan Bankers Associa- 
tion Ti ist Conference, Hidden Valley, 
Gaylor 

Oct. 8-15 — West Virginia School of 
Bankins, W. Virginia U., Jackson’s 
Mill 

Oct. 9-12 — National Association of 


Supervisors of State Banks, Las Vegas 
Oct. 9-12 — National Associaticn of 
Bank Women, Rochester, N. Y. 
Oct. 15-18 — Ameyican Bankers Associa- 
tion, San Francisco 
Oct. 26-27 — New York State Bankers 
Association, Trust Division, Syracuse 
Oct. 29-Nov. 1 — American Institute of 
C.P.A.’s, Chicago 


Nov. 5-8 — Controllers Institute of 
Amerca, Chicago 
Nov. 8 — Texas Bankers Association 


Trust Meeting, Dallas 

Nov. 9-10 — Mid-Continent Trust Con- 
ference, American Bankers Associa- 
tion, Dallas 

Nov. 9-10 — Florida Bankers Associa- 
tion Trust Conference, Fort Lauder- 
dale 

Nov. 9-11 — American Bar Association 
Regional Meeting, Birmingham 

Nov. 15-16 — New Jersey Bankers As- 
sociation Trust & Banking Conference, 
Haddonfield 

Nov. 26-Dec. 1 — Investment Bankers 
Association of America, Hollywood 
Beach, Fla. 

Nov. 26-30 — Financial Public Rela- 
tion Association Bal Harbour, Fla. 


1962 


Feb. 6-8 — American Bankers Associa- 
tion Mid Winter Trust Conference, 
New York City 

Mar. 23-24 — Georgia Bankers Associa- 
tion Trust Conference, Albany 

Mar. 23 — Kansas Bankers Association 
Trust Conference, Hutchinson 

Mar. 26-31 — Institute of Investment 
Banking, U. of Pennsylvania, Phila- 
delphia 

Mar. 29-31 — Pennsylvania Bankers As- 
sociation Trust Conference, Harris- 
burg 

Apr. 23-26 — New Jersey Bankers As- 
sociation Public Relations School, 
Princeton 

Apr. 28 — Trust Companies Association 
of Canada 

May 16-18 — American Bankers Asso- 
ciation Southern Trust Conference, 
Norfolk 

May 24-26 — American Safe Deposit 
Association 31st Annual Convention, 
San Francisco 

May 28-June 1 — American Institute of 
Banking, 60th Annual Convention, At- 
lanta 
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Widow’s Money 


“To accept good advice is but to in- 
crease one’s own ability” is a proverb 
that widows would do well to follow, 
according to an article entitled “A Wi- 
dow and Her Money” in the August is- 
sue of Changing Times. Trust officers 
are probably best equipped to give this 
advice if the husband neither recom- 
meaded any particular adviser to his 
wife nor designated one in his will. The 
bank will give this advice whether or 
not the widow intends to use its services. 
This is the sort of public service that 


good banks provide largely as a matter 
of public relations. 

The most serious problem the widow 
has is how to obtain enough income to 
live on. This often causes her to seek 
an abnormally high yield on whatever 
money she inherits. Recourse to a trust 
department was the consensus of advicx. 
from interviews with investment coun- 
selors, insurance men, lawyers and bank- 
ers, according to the article. 

The moral is not that a widow needs 
advice during the period of adjustment, 
but that she should have had it before- 
hand from the husband himself. 
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1 & OTHER DAY, A LAWYER WHO HAS 
done a good deal of work in the 
field of deferred compensation told me: 
“Unless Congress repeals the graduated 
income tax—makes it a flat bite of may- 
be five to ten per cent of all income, 
received by anyone from any source at 
any time—deferred pay plans will con- 
tinue to be about the most practical de- 
vice any business can use to compensate 
a man for outstanding work, without 
pushing him into a tax bracket that 
will siphon off most of what he gains.” 
I haven’t attempted to count them, 
but there must be at least a dozen basic- 
ally different ways to pay deferred com- 
pensation, and some are of course 
simpler than others. It seems reason- 
able to say, however, that whenever a 
man—owner or employee—can get by 
comfortably on what he’s drawing, com- 
mon sense dictates looking around for 
some practical way to send the rest of 
what he earns ahead to a time when it 
should cost him less to receive it. 


Obviously, the special employment 
contract that is nearly always part of 
any plan to defer some of a key man’s 
compensation is a lawyer’s responsibil- 
ity; but life insurance men are increas- 
ingly active in recommending deferred 
pay plans—if only because of the mar- 
ket it opens up for key man life insur- 
ance. One member of the Million Dollar 
Round Table tells me that over the past 
three or four years almost 80 per cent 
of his total sales have been made in this 
single market. I’m indebted to him for 
the details that show how life insurance 
fits into a fairly typical deferred pay 
situation. 

A few years ago, a young man he 
knew inherited 90 per cent of the stock 
of a profitable business his father 
founded. The remaining 10 per cent 
was owned by the company’s general 
manager, then 51. In addition to some 
valuable real estate, the principal assets 
were several patents developed by the 
founder, plus the general manager’s con- 
nections and marketing know how. 
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The young man had been active in the 
business long enough to have a good 
idea of what the general manager’s con- 
tribution was worth. “When my father 
died,” he said, “C. J. wanted some of my 
stock as his price for staying on. I didn’t 
blame him, but I didn’t intend to let go 
of any stock, either. I said I'd pay him 
anything within reason, but that’s all I 
would do. His salary was fifteen thou- 
sand, and his bonuses had averaged an- 
other five thousand. I said I’d step up 
the bonus formula so it'd yield about 
twelve thousand on our present volume 
—more if the business increased.” 

More money was not what the gen- 
eral manager wanted. “I can get along 
all right on my salary,” he said, “and 
too much of what I get on top of it is 
chewed up by taxes. I want a bigger 
stake in the business—one that'll take 
care of me and my wife later on.” 


They finally worked out a deferred 
pay plan they could both live with. 


In 14 years, when the general man- 
ager would be 65, the corporation 
agreed to make him a consultant, with 
no day-to-day responsibilities, and to 
pay him $12,000 a year for 14 addi- 
tional years. This arrangement wiped 
out the annual bonus; but the owner 
agreed, privately, to review the contract 
at least three times during the 14 
years before 65, and to increase the 
amount the general manager was to 
be paid, after retirement, if the bonus 
formula he had rejected would have 
produced substantially more. 


If the general manager died before , 


he was 65, his widow would be paid 
$12,000 a year for as many years as the 
contract had been in effect. That is, if 
he lived for nine years, she’d be paid 
for nine years. If he died after he was 
65, but before he’d received all of the 
14 payments, his widow, if living, would 
get the remainder (this couple had no 
children, the corporation assumed no 
liability to any of their heirs, and in 


_ this respect the agreement differs from 


the usual deferred pay plan). 


After the plan had been agreed to, 
but before a contract had been drawn 
and signed, the corporation insured the 
general manager’s life in its own favor 
for $125,000. This was strictly key man 
insurance, taken out to protect the busi- 
ness against the loss of a profit-making 
employee; but it had the by-product 
value of putting the corporation in a 
much better position to complete its 
contract. 

The premium for $125,000 of straight 
life is less than the after-taxes cost of 
paying a $12,000 bonus; yet, if the 
general manager dies before he’s 65, the 
corporation will take in, tax-free, 
enough to pay his widow and still re- 
ceive a substantial indemnity for his 
loss. If he lives to 65, there should be 
close to $90,000 of fully paid-for life in- 
surance available. This would go to the 
corporation eventually, also tax-free, to 
reimburse it for deferred compensation 
payments that could reach a maximum 
of $78,640—the after-taxes cost of pay- 
ing one of them $12,000 a year, if the 
general manager or his wife lives the 
full 14 years after he is 65. 


Although this arithmetic seems load- 
ed in favor of the corporation, the 
agreement is by no means one-sided. If 
the general manager took a $12,000 
bonus, he could keep only about $7,500. 
If he invested this in an endowment at 
65, he could expect it to produce a 14- 
year income of no more than $750 a 
month. 

When this plan was still in the discus- 
sion stage, I understand a friend he 
went to for advice urged the general 
manager to take the bird in hand and 
pass the offer to defer his bonuses. That 
way he’d have $12,000 a year; he 
wouldn’t be gambling on what the cor- 
poration would be able to pay him, 
starting 14 years hence; and he should 
be able to invest his $7,500 net in 
growth stocks, to come out way ahead. 

I was very interested in his reasons 
for deciding in favor of deferral. The 


life insurance man quotes him as say- 
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ing: “I'd -ather invest what money I 


make in a >usiness I know. I know this 
business. | know what it’s produced in 
the past, « d I know what I think it can 
be made '>» produce in the future. If 
we do we’ enough for the corporation 
to pay me an annual bonus, then itll be 
doing wel enough for it to make good 
on this de'vrred pay contract. In a sense, 
[ll be ga:nbling on myself—and that’s 


the way | want it.” 

Especially with the life insurance to 
backstop tiie deal, I'd say it’s sound for 
both the general manager and the cor- 
poration. | wouldn’t know which has 
the best of it. 


DO SOPHISTICATED BUSINESS.- 
MEN REALLY GO FOR 
SPLIT DOLLAR PLAN? 


’M IN THE MIDST OF AN EXCHANGE OF 
letters with a Boston man whose 

letterhead reads “estate planning and 
investment services.” and who doesn’t 
believe split dollar plans are actually 
set up the way I’ve described them—at 
least, not many. 

In a column a few months back, I 
said I wondered who actually fathered 
the split dollar plan, as we know it to- 
day. My correspondent nominated him- 
self, with reservations. 

He wrote that he sold a split dollar 
case in 1936, “but it was done with a 
bank, not a benevolent uncle or father- 
in-law” putting up the money. He said 
he “can’t see any difference between a 
bank and a doting parent furnishing the 
cash value part of the premium,” except 
of course that the bank charges interest. 


This he considers a difference without 


a distinction, for “it often happens that 
the doting parent or the corporation 
being big-hearted to the boss’s son-in- 
law gets the money from a bank, any- 
how.” Then he told me that although 
the split dollar plan has been talked 
about and written about a great deal. 
he has actually seen little of it. 

Technically, the principal difference 
between bank financed life insurance 
and the split dollar set up is the interest 
charged; but it has always seemed to 
me there are some important psycho- 
logical differences, too. And my own 
experience differs from his in that | 
have seen rather a great many split dol- 
lar arrangements—arrangements that in 
no sense could be classified as “doting 
parent” or “boss’s son-in-law” deals. 

Ranging from a rhiddle-size law firm 
in Indiana that has made it possible 
for several of its junior attorneys to 
have a total of almost half a million 
of life insurance protection most of them 
couldn’t otherwise pay for, to a vary 
large premium split-dollared for a key 
executive of a corporation here on the 
eastern seaboard, I must be familiar 
with at least 50 cases where there are 
sound business reasons for using the 
split dollar approach to whip the pre- 
mium payment problem. 

It was Oliver Wendell Holmes who 
said we spend most of our time framing 
general propositions “and no general 
proposition is worth a damn.” Even so, 
I’m going to risk framing one. 

I doubt that any corporation or even 


a doting parent is likely to borrow 
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money to put the cash value portion of 
a split-dollared life insurance premium. 
In my book, this just wouldn’t make 
sense; and corporations or individuals 
who have the kind of money it takes 
to finance life insurance purchases for 
employees (including the boss’s son-in- 
law if he has one) usually make plenty 
of sense. 
A A A 

e Tax problems related to banking will 
be the major theme of the eighth annual 
Institute of Taxation, sponsored by the 
Texas Society of Certified Public Ac- 
countants, October 2 through 4, at the 
University of Houston. Featured will be 
presentation of “Tax Problems of Bene- 
ficiaries of Estates and Trusts.” 


ANCILLARY 
SERVICE in 








with 
emphasis 

on Oil and Gas 
Properties 


86th Year 


of 
Dependable, 
IN DALLAS ait 


Personal 
Service 





Trust Department 


FIRST NATIONAL 
BANK IN DALLAS 


Member Federal Deposit Insurance Corporation 


815 















N THE May ISSUE OF THIS COLUMN WE 
eae briefly on the recommen- 
dations to the Ontario Government of its 
Committee on Portable Pensions. When 
the Committee appeared before a “Spe- 
cial Committee” of the legislature it was 
asked to crystallize its recommendations 
in a draft bill. This Ontario bill is now 
available under the title: The Pension 
Benefits Act (An Act to provide for the 
Extension, Improvement and Solvency 
of Pension Plans and the Portability of 
Pension Benefits). 

The provisions of the new bill are far- 
reaching in their implications. In effect 
they superimpose on Canada’s social se- 
curity system ($55 a month at age 70, 
supported by federal income and sales 
taxes) a compulsory scheme of private 
pension plans with specified minimum 
benefit levels. Commencing in 1965, all 
service after age 30 with an employer 
having 15 or more employees would be 
subject to a minimum pension accrual 
of 44% of monthly compensation up to 
$400 or, alternatively, to a minimum ag- 
gregate contribution of 4% of such com- 
pensation. Employees could be asked to 
contribute to this pension and, in fact, 
there is no limitation on the share to be 
borne by the employee. An alternative 
form of minimum pension formula auto- 
matically provides for “past-service” by 
granting a flat pension of $40 a month 
to all covered employees. To conform 
with social security, the latest age for 
“normal” (i.e., voluntary-with-immedi- 
ate—pension) retirement is fixed at age 
70. 

Naturally, the employee’s beneficiary 
would be entitled to receive at least his 
own contributions plus interest in case 
of death in service. But “portability” of 
private pension accruals is secured by 
requiring that every employee be fully 
vested in the employer’s (post-1964) 
contributions from age 34, and that he 
be prohibited from withdrawing his own 


{post-1964) contributions (if any) after - 


that age. In fact, a uniformly increasing 
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ONTARIO’S PENSION BENEFITS BILL 


scale of vesting and prohibition of con- 
tribution withdrawal goes into effect at 
age 30. Thus, after 1964, the Ontario 
employer who wanted to retain valuable, 
long-service employees partly by their 
fear of loss of pension rights would only 
be able to do this by a separate plan 
superimposed on the “registered” mini- 
mum pension plan required under the 
new bill. 

At first sight these provisions repre- 
sent a completely new — and dangerous 
— trend in private pension plans. How- 
ever a little thought indicates that we 
have already gone much further here in 
the U. S. Our primary social security is 
about $125 a month to all those retir- 
ing at age 65 on an “average wage” near 
the upper limit of $400 a month. Even 
average wages of $300 a month produce 
primary benefits of $105 a month. On 
the other hand Canada’s social security 
provides $55 a month from age 70, and 
Ontario is now proposing to add to this 
$40 a month (on the flat rate alterna- 
tive). This aggregates $95 a month pay- 
able from age 70. Since a pension of 
$x from age 70 is “actuarially” reduced 
to 62% of $x if it becomes payable 
from age 65, it may be seen that On- 
tario’s proposed supplementary pension 
still leaves its citizens with less gener- 
ous compulsory pensions than we have 
under social security. And remember, 
both employer and employee contribu- 
tions are fully “portable” under our 
own system from the moment the em- 


ployee goes to work. In fact, some of - 


us may wish that something similar to 
the Canadian system was in effect here. 

We have already hinted that the On- 
tario bill provides for enforcement of its 
standards by a system of compulsory 
registration. Employers with existing 
plans could amend them and register 
them with the Pension Commission, or 
could establish new plans that met the 
minimum standards. A Central Pension 
Agency would be created to consolidate 
and invest smal! pension credits of sever- 





ing employees where these could not be 
held in “cold storage” until their event. 
ual retirement. 

One of the hardest provisions to en. 
force will be that relating to funding 
“that is adequate to provide for pay- 
ment of all pension benefits required to 
be paid under the terms of the plan.” 
Whereas a given pension accrual of, say, 
$2 a month could be valued by a single 
premium method on some suitable mini- 
mum standard, we wonder how the em- 
ployer will fare with a flat rate plan? 
How fast will the “past service” be fund. 
ed? Over 20, 30, 40, . . . 1,000 years? 
This is a very real problem in pension 
financing and it is well known that a 
plan costing 5% of pay of every em- 
ployee from hiring date until severance, 
death in service, or retirement, can easily 
lead to a 10% contribution rate if past 
service is to be amortized over 30 years 
from the establishment of the plan. 

Yet Ontario is not striking out on 
such a very new path when it requires 
“adequate” funding. The Section on 
Impact of Inflation on Retired Persons 
of the White House Conference on Ag- 
ing recommends: “That all pension 
and retirement plans be actuarially 
sound and that all pension and retire- 
ment plans not financed by Federal [not 
state H.L.S.] taxes be fully funded.” We 
hope that the word “eventually” is im- 
plied in the last phrase quoted because, 
if not, this would sound the death - knell 
of private pension plans as we know 
them. 

We may conclude, then, that the On- 
tario government is moving towards our 
own higher compulsory basic pension 
for older citizens. While at first glance 
the bill seems to be a radically new de- 
velopment in pension philosophy the 
only provision that is really novel is the 
interpretation that could be given to the 
“adequate” financing of a private pen- 

tImpact of inflation on Retired persons (No. 4 of 
Reports and Guidelines from the White House Con- 


ference on Aging, U. S. Dept. of Health, Education 
& Welfare, Washington, D. C. 1961). 
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sion plan anting past service pensions 
or their « ivalent. 
SHOUL! EMPLOYEES 


CONTR! «UTE? 
RECE. © STUDY OF EMPLOYEE CON- 
A tit: ms to pension and welfare 


plans* co: ‘irms “the view that the trend 
is towar) non-contributory plans, al- 
though mot of [the companies survey- 
ed]... »egan their benefit programs 
originally on a largely (or wholly) con- 


tributory basis. and still favor that 
basis.” Si .ty-three companies “with ex- 
tensive benefit programs” participated in 
the survey. Note that a careful distinc- 
tion must be made between contributory 
programs (which may include one or 
more non-contributory plans) and con- 
tributory plans. ;, 

The various factors that determine 
whether or not a specified plan should 
be contributory are discussed in detail. 
“What appears to be emerging generally 

.. is a basic package of direct (or 
non-contributory) employee coverages 
for (1) pensions, (2) a moderate 
amount of life insurance and (3) hospi- 
tal-surgical coverage. Beyond this point 
... the contributory principle is likely 
to be retained.” 

An interesting feature of the single 
page of statistics is that the 58 com- 
panies supplying data are paying a 
rather larger portion of the costs of 
their benefit plans than 
emerges as the national average. In the 


employee 





*Trends in Employee Benefits (Industrial Rela- 
tions Counselors, Inc., New York, N. Y. 1961, 29 
pp., $1.50). 


following comparison the U. S. Depart- 
ment of Labor figures were extracted 
from its July 16, 1961, release on 1959 


Percentage of total cost paid 
by employer 


U.S. Dept. 

Type of plan IRC Study of Labor 
Pension . 85% 83% 
Welfare - 1T% 10% 


report filings of 118,660 welfare and 
pension plans under the Disclosure Act. 
We are unable to guess whether the con- 
clusions of the study would have been 
affected if the IRC had had a more 
representative sample. 


EMPLOYEES’ RIGHTS 


N A WELL-WRITTEN AND INFORMATIVE 

booky Mr. Aaron, Professor of Law 
at the University of California, con- 
cludes that, while no employee can en- 
force rights beyond those created by a 
pension plan, he has no legal means of 
enforcing the adequacy of the funds 
available to meet his promised pension 
benefits. And this is true even though 
he may have been induced to remain 
with his employer because of these 
promises. 





+Aaron, B., Legal Status of Employee Benefit 
Rights under Private Pension Plans (Pension Re- 
search Council, 1961, 130 + xiii pp., $5.00). 


A AA 


Assets of Welfare and Pension 
Plans Exceeded $47 Billion 
in 1959 


Reports filed under the Welfare and 
Pension Plans Disclosure Act for 1959 
show assets of $30.2 billion for welfare 
and pension benefit plans, the U. S. 
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Department of Labor announced in 
July. In addition, $17.5 billion in pen- 
sion reserves was held by insurance car- 
riers. These data relate to the 118,660 
plans for which first-year annual reports 
were filed with the Department under 
the Act. 

The 24,130 pension plans had assets 
of $28.3 billion compared with $2 bil- 
lion for the 94,530 welfare plans. 

Contributions to the pension plans 
reached nearly to $5.5 billion with 83% 
coming from employers. Benefits paid 
under these plans amounted to almost 
$1.7 billion. Contributions to the wel- 
fare plans exceeded $4.7 billion. 


see you in Seattle... 
at the WORLD'S FAIR 
APRIL 21—OCTOBER 21, 1962 


We'll look forward to meeting you at our 
office right on the Fairgrounds. The 
Pacific Northwest's largest bank—with 
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HE SUPREME CourRT OF PENNSYL- 
jon has abolished the hundred 
year old rule of apportionment to which 
that state gave its name. In Catherwood 
Trust. decided July 26, 1961 and not yet 
reported, the court overruled its earlier 
decision in Crawford Estate,’ and held 
that a trust beneficiary does not have a 
vested interest in any rule of apportion- 
ment and that in consequence the retro- 
active application of the Uniform Prin- 
cipal and Income Act in Pennsylvania 
is constitutional. 

This decision is most welcome to stu- 
dents of the subject and others who 
have long felt that the Crawford case 
was wrongly decided.” In all other jur- 
isdictions where a legislative change in 
a rule of administration had been ques- 
tioned the answer had invariably been 
that this was something a legislature 
could properly do without affecting any 
vested rights. Pennsylvania was the only 
state to hold otherwise. The situation 
there was completely unchangeable un- 
less the Supreme Court, which had made 
the wrong decision, were willing to re- 
verse it. It speaks well for the court’s 
elasticity of mind that it was ready to 
discard its earlier ruling, especially 
when it is realized that all but one 
member of the present court participated 
in the Crawford decision. 

The facts in the Catherwood case were 
very simple. Mr. Catherwood established 
a living trust in 1924, providing for in- 
come for life to his two children with 
remainders to issue. The two children 
are still living. The original trust corpus 
consisted of shares of American Gas and 
Electric Co., now American Electric 
Power Co. There was a 50% stock dis- 
tribution in 1956 which the corporation 
labeled as a 11% for 1 split. The main 
issue in the case was whether this stock 
distribution should be apportioned. The 
lower court held not, even in the face 
of the Crawford case, and wrote a 


1362 Pa. 458, 67 A. 2d 124 (1949). 
2See Scott, “Principal or Income?” T&E March 
1961, pp. 180, 250. 
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strong opinion in support of its views 
which urged the Supreme Court to re- 
examine the Crawford ruling. 


The opinion of the Supreme Court is 
well reasoned. It cites and specifically 
approves the decision of the Wisconsin 
Supreme Court in Will of Allis* where 
the legislative attempt to make the Uni- 
form Principal and Income Act apply to 
existing trusts was sustained. A great 
point was made that no life tenant can 
have a vested interest in the accumulated 
but undistributed earnings of any cor- 
poration, There are an infinite variety of 
things that a corporation can do with 
its surplus earnings before any stock- 
holder has a right to claim an interest 
in them. In fact, just what a corpora- 
tion’s surplus earnings may be will de- 
pend upon its accounting procedures and 
it is just not so, said the court, that 
any life beneficiary can have a vested 
interest in such procedures. The corpo- 
ration can change them at will. By ana- 
logy, the beneficiaries do not have a 
vested interest in any apportionment 
formula for the determination of what 
part of such corporate surplus, when in 
fact distributed, constitutes income. The 
court recognized that naturally a life 
beneficiary has a vested interest in the 
income from a trust but not in any rule 
which determines what constitutes such 
income. 


The particular value of the Cather- 
wood decision outside Pennsylvania lies 
in the favorable effect it is bound to 
have when legislatures in other states are 
called upon to consider the proposed re- 
vised Uniform Principal and Income 
Act. As has been stated on earlier oc- 
casions, the Commissioners on Uniform 
State Laws have decided to propose 
language in the new act which will ex- 
pressly make it effective as to existing 
trusts. With Pennsylvania now in line 
with its sister states in such dramatic 


fashion, there would seem to be no real - 


obstacle to convincing legislatures every- 


35 Wis. 2d 1, 94 N.W. 2d 226 (1959). 








where that the retrospective application 
of the Uniform Act is not only most de. 
sirable but also entirely constitutional, 

There is some doubt as to whether 
the Catherwood decision applies to stock 
dividends, etc., which may have been 
received prior to the original enactment 
of the Uniform Act in Pennsylvania in 
1945. It is quite clear that the court 
did not in any way intend to affect any 
distributions made prior to its new rul- 
ing in reliance on the Crawford and 
other cases. The court said: 


“In holding valid the retroactive 
provisions of the Principal and In- 
come Act and, in effect, abolishing the 
Pennsylvania Rule of Apportionment, 
we do so prospectively ... In all 
audits pending and henceforth, distri- 
butions shall be made under the pro- 
visions of the Principal and Income 
Act of 1947” (Italics the court’s). 


This leaves a question as to the status 
of a stock dividend received by a trust 
after 1945* but which has not as yet 
been distributed pursuant to an audit 
approved by a court. The proposed re- 
vision of the Uniform Act would apply 
only to distributions received by a trus- 
tee after its effective date. Those re- 
ceived earlier would not be a affected 
and prior law, if it were different, would 
govern, 

“An interesting additional aspect of 
the Catherwood case is that the trustee 
therein had received during four of the 
ten years preceding the audit small stock 
dividends amounting respectively to 5%, 
214%, 2%, and 214% on the same 
holding. The lower court ordered an ap- 
portionment of these small items. The 
Supreme Court dealt with the problem 
in the following language: 

“While we have never held that 
ordinary small stock dividends should 
be considered as income payable 0 
the life tenant, we have not held to 
the contrary; our prior decisions 


dealt with stock dividends, extraordi- 
nary in nature. If a total stock dis- 


4Pennsylvania first enacted the Uniform Principal 


and Income Act in 1945 with the retroactive provis- 
ion. The reenactment of 1947 continued this policy: 
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tribution  v the current year is pay- 
able at t' rate of 6% or less of the 
corporati .’s outstanding shares be- 
fore suc! distributions were made 
such dis’ :bution in stock of the 
distribut: corporation should be 
treated a. income.” 
The prop sed revised Uniform Act 
rovides fo: just this treatment of such 
small stock «i:vidends, even to the exact 
percentage, © 0. The consensus in Penn- 
sylvania apj cars to be that the court 
was not trying to write a new provision 


into that state’s present version of the 
Uniform Aci but that the decision ap- 
plies only to the Catherwood case itself. 
In Pennsylvania this is apparently called 
the “Principle of Prospective Overrul- 
ing.” It is hard to believe that the next 
time this issue is before this court it 
will not rule the same way. In any case, 
this holding strongly supports the judg- 
ment of the Commissioners in including 
a substantially identical rule in the pro- 
posed revision. Incidentally, the two dis- 
senting judges in the Catherwood case 
must have felt that this holding would 
be applicable in other cases because they 
said that it should apply to all small 
distributions, whether or not in the stock 
of the issuing corporation and whether 
or not of the same class. However, in 
the Uniform Act the equivalent provi- 
sion relates only to stock of the issuing 
corporation because stock of other cor- 
porations is specifically stated to be in- 
come. (Revision, Section 5, subdivision 
4). 

Pennsylvania trustmen are unclear as 
to just what effect the Catherwood deci- 
sion will have on the question of mineral 
royalties in old trusts. Under the com- 
mon law, life beneficiaries were entitled 
to all royalties from mines and oil wells. 
The Uniform Act allotted all such royal- 
ties to principal but the question has 
not been acute until now because under 
the Crawford case the Uniform Act was 
not applicable to existing trusts. The 
question now is, whether there is a 
vested interest on the part of life ten- 
ants in such royalties? Are they a dif- 
ferent breed of cat from stock distribu- 
tions? It would seem that a good argu- 
ment could be made that they are differ- 
ent. At any rate, with life beneficiaries 
who have been receiving such royalties 
now threatened with their being wholly 
cut off, it seems obvious that a test case 
on this point will have to be brought 
very promptly. 

It is understood that the Catherwood 
beneficiaries are considering an appeal 
to the United States Supreme Court, but 
In view of its earlier decisions on the 
general subject of administrative rulings 
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it is hard to believe that that court will 
entertain the matter. 


MICROFILM LEGISLATION 


HE BILL* SPONSORED IN THE Con- 
j poe by the Trust Division of the 
American Bankers Association, which 
would clarify the right of banks and 
trust companies to destroy fiduciary and 
custodian records and to use photogra- 
phic reproductions thereof as evidence 
in Federal courts, may have become law 
by the time this is read. 

A hearing was held by a subcommit- 
tee of the House Judiciary Committee in 
June at which the principal witness in 
behalf of the bill was H. Woodward Mc- 
Dowell, vice president and trust officer 
of the Central-Penn National Bank of 


‘Philadelphia, who is also a member of 


the Trust Legislative Council of the 
Trust Division. Mr. McDowell presented 
the reasons why the eight words (“un- 
less held in a custodial or fiduciary ca- 
pacity”) in the Uniform Photographic 
Copies of Business and Public Records 
as Evidence Act, which appear to pre- 
vent the use of the act by corporate fi- 
duciaries, should be eliminated. This 
writer was also called upon to describe 


*To amend Sec. 1732(b), Title 28, U.S.C.A. 


briefly the successful effort to have these 
words stricken from the act in New 
York, which was accomplished in 1958. 
The subcommittee immediately filed a 
favorable report and the bill passed the 
House of Representatives on July 10. 

Subsequently the Chairman of the 
Senate Judiciary Committee agreed to 
report the bill to the Senate without fur- 
ther hearings. This has been done and 
as of the present writing (late August) 
the bill is on the “unobjected to” calen- 
dar of the Senate. 

When this bill becomes law% it will be 
practicable for trustmen in the 29 states 
which have enacted the Uniform Act 
with the offending words included to 
ask their legislatures to delate them. 
Since the act deals with the validity and 
acceptability of photographic reproduc- 
tions as evidence, there has not been 
much point up until now to try to amend 
the various state statutes because federal 
law would control in the event of any 
litigation in the federal courts. Thus the 
federal amendment had to come first. 
With its enactment the way will be 
cleared to give the benefit of this most 
desirable legislation to banks and trust 
companies in all the states. 


*Signed by President Kennedy on August 30. 
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TRUST PERSONNEL CHANGES 


(Five stars signify promotion of trustman to senior or executive vice president or president, or election to board of directors) 


ALASKA 
FAIRBANKS—Col. Kenneth C. Haycraft became trust officer 
at ALASKA NATIONAL BANK, upon his retirement in August 
as professor of military science and tactics at U. of Alaska. 


CALIFORNIA 


LOS ANGELES—George H. Klump named asst. vice presi- 
dent and assistant secretary in the trust department, SECUR- 
ITY First NATIONAL BANK. 


SAN FRANCISCO—Joseph R. Demers named vice presi- 
dent of BANK oF AMERICA N.T. & S.A. and assigned to the 
head office trust department. Demers, who joined the bank in 
1947, headed the Salinas district trust office from 1953 until 
last year when he was named a trust officer at the head 
office. Elected trust officers, head office, were Turner E. Tay- 
lor, William W. Bertram and Ralph J. Prejean. 


SAN FRANCISCO—W. A. Holden appointed asst. vice 
president in the trust division, northern district headquarters, 
UNITED CALIFORNIA BANK. 

SAN FRANCISCO—At Paciric NATIONAL BANK J. Boatner 
Chamberlain advanced to senior trust officer. 


CONNECTICUT 


HARTFORD—At HaArtTForD NATIONAL BANK & TRUST Co. 
vice president Richard B. Redfield and trust officer William 
W. Wilcox advanced to vice presidents and trust officers; 
and Alice G. Conway to trust officer. Redfield resumes a 
title previously held in order to designate increased responsi- 
bilities. Wilcox is a graduate of the Stonier Graduate School 
of Banking. Ferne Newberg, manager of estate tax division 
of the trust department since 1960, became assistant secre- 
tary. 

NEW HAVEN—Francis P. Rogan promoted to trust officer 
at SECOND NATIONAL BANK; and James W. Carleton named 
asst. trust officer. Rogan, a graduate of Quinnipiac College 
and Siena College, is now operations officer of the trust de- 
partment and is supervising installation of the extensive 
Data Processing Center which will serve both the trust de- 
partment and installment loan department. Carleton super- 
vises the income tax section of the trust department. 


DELAWARE 


WILMINGTON—William H. Swartz joined WILMINGTON 
TRUST Co. as trust officer in the investment division. Swartz, 
with The Wilmington Group, Inc. for the past ten years, was 
a senior security analyst in the investment research divi- 
sion, specializing in paper and packaging, rubber, glass and 
building industries. He is a graduate of Princeton U. 


FLORIDA 


FORT LAUDERDALE—Charles L. Pierce retired as presi- 
dent of First NATIONAL BANK IN Fort LAUDERDALE and is 
succeeded by W. Howard Allen. 
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A. W. THOMPSON J. R. JOHNSTON V. B. Moorg, Jr. 
Miami Miami Atlanta 





MIAMI—Thornton M. Fincher retired as senior vice presi. 
dent and treasurer of Security Trust Co.; A. W. Thompson 
advanced to executive vice president and treasurer; and 
Joseph R. Johnston appointed trust investment officer. Thomp. 
son recently completed 25 years in trust business, is 
graduate of Wharton School of Finance, U. of Pennsylvania, 
and had been previously vice president and trust officer of 
Security. Johnston, also a Wharton School graduate, prior 
to his appointment was associated with the Adult Educa- 
tional Program of Pennsylvania State U. 


GEORGIA 


ATLANTA—Virlyn B. Moore, Jr., vice president, named 
head of the trust division of FULTON NATIONAL BANK to suc- 
ceed vice president James C. Shelor who is taking early re- 
tirement under the bank’s pension and retirement plan. 
but who assumed charge of the trust department of the new 
Houston (Tex.) NATIONAL BANK. Moore, a graduate of 
Emory U. and U. of Georgia Law School, practiced law 
prior to joining the bank, and served im the FBI. 


ILLINOIS 


CHICAGO—Victor Cullin, who retired June 1 as vice presi- 
dent in charge of new business, CHICAGO TITLE & Trust Co., 
became a special representative for University of Illinois 
Foundation to assist president David D. Henry. 
CHICAGO—Burt A. Bowlby, trust officer of Crry NATIONAL 
BANK & Trust Co. retired after 48 years in banking. 


CHICAGO—Mark W. Lowell retired as vice president and 
executive trust officer of CONTINENTAL ILLINOIS NATIONAL 
BANK & Trust Co. after more than 37 years of service, but 
remains a director. Clair W. Furlong, vice president, assumes 
senior responsibility in the administration of the trust de- 
partment. 


Elected assistant secretaries in the trust department were 
Joseph Alaimo, Frank R. Ball, Jr., Daniel J. Leber and Wil- 
liam W. Cunningham. 


CHICAGO—First NATIONAL BANK named Ralph Alston, Jr. 
a trust officer in the personal trust administration division; 
and Clyde H. Crooks asst. trust officer. A graduate of DePaul 


U. Law Schoo], Alston is attending the Stonier Graduate 
School of Banking. 





JOSEPH R. DEMERS FRANCIS P. ROGAN WILLIAM H. SWARTZ 
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ARTHUR R. FLAHAVEN 


MERLE |.) HLMAN JOHN FARQUHAR 
India:: ‘polis South Bend South Bend 
INDIANA 
INDIANA °OLIS—INDIANA NATIONAL BANK elevated Robert 
E. Fulwider to vice president and trust officer. Fulwider 
handles the administration and taxes for estates, trusts 
and guardianships. He is a graduate of Purdue U. and 
received his law degree from Indiana U. Law School. Elected 


trust officers were John J. Carter, Charles M. Harrison and 
John G. Held; and asst. trust officer, Harold L. Glidden. 
Carter and Harrison are in the investment division of the 
trust department; Held is property manager; and Glidden is 
in corporate trust. 


INDIANAPOLIS—MERCHANTS NATIONAL BANK & TRUST 
CoMPANY announces the election of Merle Kuhlman as trust 
officer. Kuhlman comes from the Trust Investment Division 
of the American National Bank & Trust Co. of Chicago. He 
isa graduate of James Millikan University and received his 
Masters Degree from the University of Michigan. 


SOUTH BEND—At First BANK & TrRustT Co. John Farquhar 
advanced to vice president and manager of the investment 
department to succeed Murray C. Trescott, who resigned as 
vice president and investment officer. Farquhar joined the 
bank last May with a wide background in investment experi- 


GEORGE A. COLES 
Boston 


LEONARD HOFFIUS 
Grand Rapids 


GEORGE J. RIES 
St. Louis 


ence. Promoted to asst. vice president in the investment 
department was A. R. Flahaven, former asst. trust officer, 
who joined the bank in 1957 after previously spending 15 
years with First National Bank in Chicago in the government 
bond department. 


MARYLAND 


OAKLAND—John J. Robinson elected trust officer in charge 
of the newly established trust department of First Na- 
TIONAL BANK. The board of directors will act also as the 
trust committee. 
MASSACHUSETTS 

BOSTON—George A. Coles elected trust officer of OLD 
CoLony Trust Co..A graduate of Boston U. Law School, 
Coles is director and treasurer of Dedham Community Asso- 
ciation. 

CAMBRIDGE—Harvarp Trust Co. elected Joseph T. Mur- 


phy asst. trust officer and tax officer; named Joseph R. 
O’Neill asst. trust officer. 


MICHIGAN 


GRAND RAPIDS—Leonard Hoffius advanced to vice presi- 
dent of the trust division of OLD Kent BANK & Trust Co. 
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Hoffius joined Michigan Trust Co. following graduation from 
Michigan State U. in 1928 and continued with the bank 
after the merger with Old Kent in 1957 as asst. vice 
president and manager of the estate planning department. 


MISSOURI 
ST. LOUIS—At MERCANTILE TRUST Co. George J. Ries 
elected vice president to head the investment account man- 
agement division of the trust department. Ries joined the 
bank in 1924 and has been associated with trust investment 
since 1948. Gerard K. Sandweg, who has been with the trust 
administrative department, named asst. vice president and 
transferred to banking division F. 


NEW MEXICO 


FARMINGTON—First NATIONAL BANK promoted Clay R. 
Scott to cashier and trust officer. 


NEW YORK 


GLENS FALLS—~Blake W. Francis retired as trust officer 
of First NATIONAL BANK, having been there since 1932; 
G. Nelson Lowe (who began in 1955) promoted to trust 
officer; and Mrs. Edith R. Hughes (who joined in 1949) 
elected asst. trust officer. 


NEW YORK—Joseph B. Koechel elected a vice president 
of BANK OF NEw YorK in the personal trust administration 
department. A graduate of Stonier Graduate School of 
Banking at Rutgers, Koechel joined the bank in 1927. 


NEW YORK—CuHEMICAL BANK NEW York TrustT Co. elected 
Hulbert S. Aldrich chairman of the trust committee in charge 
of the Fiduciary Division. Aldrich, who continues as vice 
chairman of the bank, succeeds Adrian M. Massie who re- 
tired under the compulsory retirement system as af Septem- 
ber 1. Massie has been elected vice chairman of the trust 
committee and will serve as a consultant on banking and 
trust matters and also on executive training. Aldrich, a 
graduate of Yale U., began his career in 1930 with New 
York Trust Co. of which he was president when that insti- 
tution was merged into the present firm in 1959. 

Alfred H. Hauser elected senior vice president in charge 
of the bank’s investments. 


NEW YORK—MANUFACTURERS TRUST Co. appointed Thomas 
J. Casey asst. trust officer. Casey is a graduate of St. Francis 
College and New York U. School of Law. 





kkk 


NEW YORK—Helmut Andresen ap- 
pointed executive vice president of 
UNITED STATES TRUST Co. with overall 
supervisory responsbility for trust and 
estate administration. He succeeds 
James M. Trenary who is retiring on 
September 30 after 38 years with the 
Trust Company. Andresen had been 
with the Trust Company 22 years prior 
to 1951 and returned last June as a 
vice president in the personal trust 
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Mrs. E. J. KREWSON 
Philadelphia 


C. DAvip FASSETT 


FREDERICK M. E, 
Philadelphia PEULLE 


New York 


division. He is a graduate of Columbia U. and St. John’s 
Law School. Frederick M. E. Puelle advanced to senior vice 
president. With the company since 1926, he heads the per. 
sonnel trust and tax division. 





NORTH CAROLINA 


FAYETTEVILLE & WILSON—BRANCH BANKING & Trust 
Co. elected C. Franklin Jones asst. trust officer and trans. 
ferred him from Wilson to Fayetteville to fill the vacancy 


caused by death of William B. Jennings, cashier and trust 
officer. 


OHIO 


CANTON—Curtis C. Martin named executive vice president 
and trust officer of HARTER BANK & Trust Co. 


NEWARK—NEwark Trust Co. promoted William G. James 
to asst. vice president and trust officer. 


NEWARK—At the new Southgate Shopping Center branch 
of PARK NATIONAL BANK William T. McConnell, asst. trust 
officer, named manager. 


PENNSYLVANIA 


PHILADELPHIA—First PENNSYLVANIA BANKING & TRUST 
Co. promoted C. David Fassett to asst. vice president in 
charge of the tax division of the trust department; Lewis 
H. Riggles to senior tax officer; Andrew P. Adam elected 
tax officer. Fassett is a graduate of Girard College and 
Temple U. and also studied at the Trust School of the Penn- 
sylvania Bankers Association at Bucknell U. and will be a 
senior this year at the Stonier Graduate School of Banking, 
Rutgers. Riggles, who joined the bank in 1927, has com- 
pleted courses at Wharton School and Temple U. Law School. 
Adam, a graduate of John Neilson Institution, Paisley, Scot- 
land, received his Bachelor of Law degree from U. of Glas- 
gow, 1947, and was admitted to the Scottish Bar in 1948. 
Mrs. Esther Jackson Krewson is the first woman to be 
elected vice president by the bank, having joined it in 
1935. She is in charge of advertising and public relations. 


PHILADELPHIA—George H. Renninger elected vice pres- 
dent in charge of the trust department of Liperty REAL 
EsTATE BANK & TrRusT Co. succeeding the late Thomas A. 
Bracken, Jr., whp had served the bank for 40 years. Ren- 
ninger, who recently resigned as vice president of PHILA- 
DELPHIA NATIONAL BANK, Chester, had been with Liberty 
Real Estate earlier for ten years. He is a graduate of 
Haverford College. ‘ 


PITTSBURGH—At MELLON NaTIONAL BANK & TrusT CO. 
William H. Bierman and Clarence J. Robinson advanced to 
asst. vice presidents in the trust department. Bierman joined 
Mellon in 1947 as a security analyst in the investment re- 
search department; Robinson began his banking career in 
1929 and previously was a trust officer in corporate trust 
division. In the legal division of the trust department, 
Frederic W. Burr appointed trust officer; and in corporate 
trust, Richard J. Donahue named trust officer. 
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COLUMBIA-—S. Whitfield Perry, vice president and trust 
officer of STATE BANK & TRusT Co. promoted to vice president 
and comptroller; and Virgil W. Duffie, Jr. to trust officer. 
COLUMBIA & FLORENCE—Charles T. Lynch, asst. trust 
officer, transferred from the head office of SOUTH CAROLINA 
NATIONAL BANK to the Florence branch where he heads the 
trust office. Lynch joined the bank in 1959. 
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WASHINGTON 


“ WILLIAM H. BIERMAN C. J. ROBINSON : 
-  aiedete! : Pittsburgh Pittsburgh SEATTLE—Dexter Pinkman named asst. trust officer at 
PEOPLES NATIONAL BANK OF WASHINGTON. 
) SOUTH CAROLINA WALLA WALLA—Sid A. Anderson returned to BAKER- 


™ CHARLESTON —Charles L. Moore, Jr. rae ey ee BoYER NATIONAL BANK as asst. trust officer, from Montana. 


” officer in the “harleston office of First NATIONAL BANK OF 
SouTH CAROL!NA. Moore attended Centre College and Butler 
sia UV. and received an LLB from U. of Louisville in 1951. He 
was with First NATIONAL LINCOLN BANK of Louisville. 


CANADA 


TORONTO—Harry H. Wilson appointed executive vice 
president of NATIONAL Trust Co. 
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MERGERS, NEW TRUST 
DEPARTMENT, BRANCHES 


Los Angeles, Cal. — SECURITY FIRST 
NATIONAL BANK has opened a new Wil- 
shire & Harvard branch in the new 22- 
story Travelers Insurance Building, 3600 
Wilshire Boulevard. Complete trust ad- 
visory services will be conducted. 

Chicago, Ill. — Approval of merger of 
City NATIONAL BANK & TRuST Co. and 
CONTINENTAL ILLINOIS NATIONAL BANK 
& TrRusT Co. was given on August 21 
by Ray M. Gidney, Comptroller of the 
Currency. The merger took effect as of 
close of business September 1, under 
Continental’s name and charter, with 
City National moving across the street 
from 208 into Continental’s building at 
231 South LaSalle Street. Arthur T. 
Leonard elected chairman of the execu- 
tive committee; David M. Kennedy, 
chairman; Donald M. Graham, vice 
chairman; and Tilden Cummings, presi- 
dent. The merged bank will be ninth 
largest in the country. 

Winchester, Ky. — The F.D.I.C. ap- 
proved merger of PEOPLES STATE BANK 
& Trust Co. and the COMMERCIAL BANK 
OF WINCHESTER under name of PEOPLES 
COMMERCIAL BANK. 

Lincoln, Neb. — Merger of FIRST 
Trust Co. into NATIONAL BANK OF CoM- 
MERCE became official September 11th, 
under the title NATIONAL BANK OF COM- 
MERCE TRUST & SAVINGS ASSOCIATION. 
Through the merger trust assets create a 





Why Delaware? 


Delaware’s unique tax and 
trust laws facilitate the accu- 
mulation, management and 
conservation of property by 
corporations and non-resident 
individuals. 


They are but one reason why 
Wilmington Trust Company, 
as trustee, handles invest- 
ments for corporations, asso- 
ciations and individuals in 
virtually all states and many 
foreign countries. 


Other reasons, of course, are 
Wilmington Trust experi- 
ence; Wilmington Trust facil- 
ities. They unite in making 
ours one of the largest Trust 
Departments in the Nation. 
These benefits are available 
to you—and your clients. We 
welcome your inquiries. 


WILMINGTON 
Trust Company 


Wilmington, Delaware 
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David M. Kennedy, board 
chairman of Continental 
Illinois National Bank & 
Trust Co. (right), helps 
Arthur T. Leonard, presi- 
dent of City National 
Bank and Trust Co., 
take down photograph of 
Charles G. Dawes {from 
his office wall during City 
National’s move across 
LaSalle Street into the 
Continental Bank Build- 
ing over the Labor Day 
weekend upon merger of 
the two institutions. 
Dawes, whe served as 
Vice President of the 





United States from 1925 to 1929, headed a banking group which in 1901 founded the old 
Central Republic Bank, one of the earlier banks in City National’s history, 





total book value of $48 million. Presi- 
dent of the new bank is Glenn Yaussi 
(former president of NBC); Myron 
Dunn is chairman; and Elwood N. 
Thompson (president of First Trust), is 
senior vice president. 


New York, N. Y. 
—Approval having 
been granted by 
the Board of Gov- 
ernors of the Fed- 
eral Reserve Sys- 
tem, merger of 
MANUFACTUR- 
ERS TRUST Co. and 
THE HANOVER 
BANK, became ef- 
fective as of September 8th, under the 
new name of MANUFACTURERS HANOVER 
Trust Co. The new bank now ranks 
third in size in New York City, fourth 
in the nation. Charles J. Stewart, presi- 
dent of Manufacturers Trust, 
chairman; R. E. McNeill, Jr., 
of Hanover, 


REESE H. HARRIS, JR. 


became 
president 
retains that title; and Reese 
H. Harris, Jr., executive vice president 
of Hanover, continues as such in charge 
of the combined trust departments. 

Named senior vice presidents in the 
Trust Division were Henri Z. Lake and 
Robert M. Lovell (personal trust), and 
James T. Harrigan and A. Frederick 
Keuthen (corporate trust). 

Harrisburg, Pa. Authorities ap- 
proved merger of CAMP CURTIN TRUST 
Co. into the DAUPHIN Deposit Trust Co. 





under name of the latter. Merged bank 
deposits are $107 million; personal trust 
funds $92 million; and corporate trust 
funds $58 million. 

Houston, Tex. — 
James C. Shelor, 
who retired recent- 
ly as vice president 
of FULTON NATION- 
AL BANK in Atlan- 
ta, Georgia, as- 
sumed a new post 
with Houston Na- 
TIONAL BANK as 
vice president in 
charge of its newly opened trust depart. 
ment. Shelor, a former attorney, has 
been active in Atlanta banking and trust 
fields since 1929 and is immediate past 
president of the trust division, Georgia 
Bankers Association. He has been active 
in community affairs, having served as 
chairman of the Y. M. C. A. trustees 
and as president of the Commuity Chest. 

Brattleboro & Rutland, Vt. — The 
F.D.I.C. approved merger of KILLINGTON 
BANK & TrRusT Co., Rutland into VE. 
MONT BANK & Trust Co., Brattleboro. 
Two branches will be maintained in Rut- 
land. 


Charlottesville & Waynesboro, Va. — 
Authorities approved merger of CIT: 
ZENS-WAYNESBORO BANK & Trust C0. 
with PEOPLES NATIONAL BANK of Char- 
lottesville, under the charter and title 
of PEOPLES NATIONAL BANK. 





JAMES C. SHELOR 
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Executor & Administrator 
Investment Management 
Complete Trust Services, 
Including Pension and 
Profit-Sharing Accounts 


$1% Billion in Trust Department Assets 
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CANON LAW AND WILLS 


Unfamiliarity May Lead to Tax and Other Pitfalls 


REV. CHARLES CONNORS, C.S.Sp., J.C.D. 


N DRAWIN’ UP A WILL ANY CONSCIEN- 
lw law\er seeks to insure exact 
fulfillment of his client’s intent. To do 
this he anticipates, to the extent that 
he can, all possible obstacles to achiev- 
ing the testator’s objective. This de- 
mands of him, of course, much more 
than preciseness of language. 

In the case of bequests made to the 
Catholic Church, its subsidiary corpo- 
rations, or its officials, or of bequests 
involving matters subject to its control, 
professional vigilance also demands that 
the legal counselor take cognizance of 
the requirements of canon law. The fol- 
lowing discussion may help him avoid 
defeating his principal’s purpose. 


The “Religious” 


A whole category of persons in the 
Catholic Church to whom special con- 
sideration must be given as beneficiaries 
are known canonically as “religions.” 
These are men or women who join a 
religious institute or community: that 
is. an order, if its members take solemn 
vows; or a congregation, if they take 
simple vows.* 

One of the vows taken by all religious 
is that of poverty. In all cases. this ex- 
cludes them from any independent use 
of real or personal property. Those with 
the simple vow of poverty may own 
property: their use of it, however. is 
restricted. Those with the solemn vow 
may not, under canon law, validly own 
property. All goods which would, in the 
usual case, come into their ownership. 
Vest instead in the order to which they 
belong. Property coming into the pos- 
session of a religious with simple vows 
by reason of his own industry or with 
reference to his institute vests in his 
institute and not in himself. 

Thus, the royalties from a literary 
work written by any religious, of simple 
or solemn vows, belong to his institute. 
A bequest made to any religious by rea- 
son of his function in his community — 
superior, treasurer, etc. — belongs to 
the institute. A bequest made for purely 
Personal reasons to a religious having 


ee 


*Not every priest belongs to a religious institute 
and not every member of an institute is a priest. 
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enly simple vows becomes his but his 
use of it is dependent upon his superiors. 
One made for any reason to a religious 
of solemn vows vests in the institute. 

It should be noted that the above does 
not apply to priests who are not mem- 
bers of a community. These may own 
and use property without such restric- 
tions. 


A Difference in Tax 


Doubts have arisen at times over be- 
quests made to individual priests or to 
religious communities when it seemed, 
yet was not clear, that the testator’s in- 
tent was to assist a corporate body un- 
der the care of the priest or community 
— a college, hospital, parish, diocese. 
Again, a religious may have been named 
a legatee although the community was 
the intended beneficiary. If the religious 
were in solemn vows the community 
would still benefit. If, in simple vows, 
and the intent of the testator were not 
clear from other circumstances, a doubt 
may arise. Its avoidance would make a 
great difference financially, since an in- 
heritance tax will be collected when the 
legacy goes to an individual and its pur- 
pose is not clearly determined. 

Thus, a woman bequeathed $80,000 
to her daughter, the superior of an in- 
stitute of women having solemn vows. 
The mother (but seemingly not her 
lawyer) was aware that by canon law 
the whole sum would go to the institute, 
not to her daughter. Knowing and in- 
tending this, she made no explicit refer- 
ence to the ultimate disposal of the be- 
quest, designating as beneficiary “my 





Father Connors is 
Director of Develop- 
ment and Prefect of 
Studies for the 
United States prov- 
ince of the Holy 
Ghost Fathers at 
Washington, D. C. A 
graduate of Du- 
quesne University 
and St. Mary’s Sem- 
inary (Norwalk, 
Conn.) he received degrees of Bachelor of 
Canon Law from Gregorian University in 
Rome and Doctor of Canon Law from Cath- 
olic University of America in Washington. 





daughter, Sister . superior of St._. 
Convent.” The civil law, however, re- 
garded this as an estate left by a parent 
to her child and imposed an inheritance 
tax. Care in drawing up this will would 
have exempted the estate from tax and 
would have completely achieved testa- 
trix’s purpose. 

Other regrettable situations have re- 
sulted from similar conformance with 
canon law exclusively, while ignoring 
civil law. The former requires that funds 
assigned to the superior officer of an 
ecclesiastical corporation be presumed 
intended for the purposes of the corpo- 
ration, unless the contrary is clearly in- 
dicated. In American law, a gift is not 
to be held charitable merely because of 
the professional character of the benefi- 
ciary. The funds must be assigned to 
the charitable corporation as such, or 
their use for charitable purposes ex- 
pressed; otherwise, they vest in the in- 
dividual named. This is of particular im- 
portance, of course, since bequests made 
for charitable and religious purposes are 
exempt from inheritance taxes. 


Intent and Cy Pres 


Specification of the use of a bequest 
does not always insure execution of 
testator’s intent. Thus, a chalice is 
usually, though not always, a possession 
personal to a priest. On the contrary, a 
ciborium (another sacred vessel) almost 
invariably belongs to a church or insti- 
tution. If money is left to “the pastor 
of St. James parish” for the purchase 
of either, the canonical interpretation 
would be that it goes to the parish 
church. If money were left to “Father 
X, pastor of St. James parish,” for a 
ciborium the same interpretation would 
be made. But, if it were for a chalice 
for “Father X, pastor of St. James par- 
ish,” the presumption under canon law 
would favor Father X as personally en- 
titled to the bequest. 

Often the carrying out of intention 
may depend on the consent of another 
party. If a bequest were made for the 
installation of a marble altar in a cer- 
tain church, its fulfillment would depend 
upon the pastor. He may not want a 
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new altar, or at least, one of marble. 
There is the possibility that the church 
building has ceased to exist. Here there 
might be real conflict between decisions 
of civil and canon law based on the doc- 
trine of cy pres which would interfere 
with attainment of the testator’s objec- 
tive. In canon law any reduction or 
change in the execution of a will is to 
be made by papal authority, unless the 
testator has explicitly granted such a 
right to the local bishop or archbishop, 
or unless fulfillment of the terms is 
clearly impossible. In this latter case, 
the local official would have the author- 
ity to change the will unless mass stip- 
ends were involved in which case a 
papal decision is necessary. The deci- 
sion made by the ecclesiastical authority 
might differ from that arrived at by the 
civil authority. 


Bequests for Masses 


The form of bequest most commonly 
made by Catholics i; for the offering 
of masses after their death. To under- 
stand how faults in the drawing up of 
such bequests can give rise to difficulties 
before the law, a knowledge of the na- 
ture and purpose of mass stipends is 
necessary. 

The priest offering mass may include 
in this act an individual’s intention. It 
is customary, though not compulsory, 
for the individual who submits to offer 
a stipend in money. Originally, the pur- 
pose of the stipend was to provide sup- 
port for the priest for one day, as de- 
termined by law or local practice. 
Church authority has been slow to in- 
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crease the amount specified for mass 
stipends, despite rises in the cost of 
living. 

The total stipend offered for a mass 
must go to the priest who offers the 
mass. When the stipend is greater than 
the established amount and the excess is 
evidently intended for the priest to 
whom the stipend was first given, he 
may retain the excess. Only one stipend 
may be accepted for one mass. Normally, 
a priest may offer only one mass a day. 
However, with some exceptions, even 
when in certain circumstances and with 
proper permission he offers more, he 
may not accept more than one stipend. 
Because their community provides their 
daily support, priest members of a reli- 
gious community must turn over to it 
all mass stipends. 

If a sum of money is bequeathed as 
stipends with no indication of the num- 
ber of masses desired, there must be as 
many masses offered as there are stip- 
ends in the total amount, based on the 
determined maximum stipend in_ the 
place in which the testator resided. Any 
exception to this must be based on pre- 
sumptions legitimately 
canon law. 


established in 


Conditional Bequests 


Certain conditions can be established 
for the offering of a mass. These may 
concern place, time, and type of mass. 
Such conditions are binding on the 
priest who assumes the obligation to 
offer the mass. The obligation may not 
be deferred more than a year, unless 
the donor permits a longer delay. 
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An institution, including a diocese. 
parish, or mission is not a proper bene. 
ficiary for masses. The obligation to 
offer mass always devolves upon a phys. 
ical person. If a bequest for masses jx 
made in favor of a corporate person, jt 
has only the right to determine which 
priest or priests will celebrate the 
masses. The celebrant, not the corpora. 
tion, is entitled to the stipends. Hence 
if a testator desires to benefit an ing. 
tution by a bequest he must do this 
independently of any bequest for masses, 

For example, one bequest (of a type 
which arises quite frequently) assigned 
$1,000 “for masses” to a home conduct. 
ed by nuns for the aged poor. The gis. 
ters accepted the money but had to dis. 
tribute the whole sum to various priests 
since its use as mass stipends was stipu- 
lated. Neither the sisters nor their aged 
charges derived direct monetary bene. 
fit from this legacy. 

If the location for the offering of 
masses is stipulated — whether it be in 
testator’s parish church or in any speci- 
fied church — the bequest may fail be. 
cause the clergy at the church are un. 
able to assume the obligation due to 
commitments for nuptial and funeral 
masses, etc. Priests in other (e.g. mis 
sion) areas may be able to satisfy it, 

Specification of the amount of money 
to be used as mass stipends without any 
indication of the number of masses to 
be offered may work against testator'’s 
purpose. If testator intends to benefit 
an individual priest by bequeathing to 
kim a large sum of money and asking 
for masses without specifying the num: 
ber, he is likely to defeat his own in 
tent. Thus, $5,000 may be left to a pries! 
“for masses” on the assumption thal 
this will benefit him personally. In actu- 
ality, he may have to turn most of it 
over to others to insure fulfillment of 
the obligation within a reasonable time. 
The remainder may vest in him only al 
the rate of one determined maximum 
stipend per day. 


Foundations 


Because of certain complications aris 
ing from the establishment of charitable 
trusts in civil law, one might expect that 
special care is needed when the prov: 
sions of canon law must also be fulfilled. 
But this is not the case. 

First, canon law requires that civil 
law be followed in establishing ecclesi 
astical foundations.* This eliminates 
most potential sources of conflict. 


*Catholic Church law pertaining to these is found 
in canons 1544-1551 of the Code of Canon Law. 
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Secondl;. » principal can establish a 
foundation: the benefit of the Church 
or some agency or activity within the 
Church indendent of canon law. By 
canonical ‘inition, an ecclesiastical 
foundation capital given to a corpo- 
rate ecclesi:s:ical person with a perpet- 
yal, or lony‘erm (ten years or more) 
obligation carry out some activity 


connected w:ih the Church (e.g. support 


of the poor. -ubsidy for education). The 
consent of ine local bishop or arch- 
bishop musi be given before the founda- 
tion may be accepted. Moreover, he has 
the right to demand an accounting of 
any foundation. 


Yet, a foundation can be established 
and recognized as such by the Church 
for the benefit of an ecclesiastical corpo- 
ration, or for some purpose pertaining 
to the Church’s activities, without ob- 
servance of these formalities. This result 
can be achieved by establishing a found- 
ation simply in accord with civil law, 
the fruits of which are to be used for 
the above-mentioned purpose. This 
would not be an ecclesiastical foundation 
because the capital was not given to an 
ecclesiastical corporation and _ conse- 
quently would not come within the scope 
of canon law. Concomitantly, of course, 
no ecclesiastical person, physical or cor- 
porate, assumes the obligation of fulfill- 
ing the purpose of such a foundation. 

Accordingly, if the interest from a 
trust fund is to be used as a stipend for 
an annual mass in perpetuity, no priest 
is obliged to accept this stipend and the 
accompanying obligation. Had the same 
been established as an_ ecclesiastical 
foundation, the obligation would rest on 
the ecclesiastical corporation. 


Suggestions 


1. In assisting a testator who intends 
to make some Catholic institution, cleric 
or religious a beneficiary, the lawyer 
should first determine the precise object 
of the testator’s charity, the capacity of 
the subject to benefit, and finally, perti- 
nent legislation of both civil and canon- 
ical codes. The intended beneficiary — 
physical or corporate — should be con- 
sulted about capacity to accept a specific 
benefit and about the most effective 
means of fulfilling the bequest. 

2. When the testator desires to help 
a special cause, care must be taken to 
eliminate as far as possible all ambigu- 
ity, distinguishing clearly, for example. 
between a college and the religious com- 
munity which controls it, between a 
Corporate body in the Church and an 
individual associated with it. When an 
ecclesiastical entity is an intended bene- 
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ficiary but legal restrictions prevent its 
incorporation, the purpose of the be- 
quest should be made quite explicit. 

3. When a bequest is made to some 
church institution, determination of its 
use should be left, as much as possible. 
to the administrators of the institution. 
What was meant to be a generous bene- 
faction often turns out to be a burden- 
some luxury, although some essential 
need remains unsatisfied. A bell-tower 
is not the most welcome gift to the 
college which has no library building. 
Or, if the testator is chiefly concerned 
with accomplishing a certain matter, for 
example, the erection of an altar, he 
should grant a great deal of latitude, 
even as to the church in which it will be 
located, to his executor or to some eccle- 
siastical functionary. 

4. Bequests for masses cannot serve 
directly to help an institution since the 
stipends necessarily go to persons. The 
testator who wants to benefit his parish, 
a school, a religious community, a mis- 
sion, or the like, should provide expli- 
citly for this. A bequest for masses 
should be completely disassociated from 
such a provision. The same is true if 
personal benefit is intended for an in- 
dividual priest who is not a member of 
a community; or at least the mass stip- 
ends ought to be well above the ordi- 
nary amount. 

5. Unless previous arrangements have 
been made with the priest in charge, it 
is unwise to make a bequest for masses 
to be celebrated in a specified church. 
It would be prudent, instead, to request 
that masses be said within a designated 


period of time. For this to be effective a 
stipend larger than the locally deter- 
mined maximum amount should be pro- 
vided, thus permitting transmittal of 
the mass intentions almost anywhere. 

6. For the same reason a number of 
masses, not merely a sum of money, 
ought to be specified. 

Some of these matters may appear 
trivial to the uninitiated but the lawyer 
is all too frequently reminded of the 
disastrous results of oversights in pre- 
paring a testamentary document. In 
drafting the wills of those who want to 
include some entity or matter subject to 
Catholic Church law, he must be care- 
ful to observe both the civil and canon- 
ical systems of law. Only then can he 
rest assured that his clients’ wishes will 
be exactly executed. 
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TAX CONFERENCE FOR TEXAS 


“Income Taxation of Decedents’ Es- 
tates” and “Taxation of Trusts” will be 
topics of discussion at the Ninth An- 
nual Taxation Conference from October 
26-28 at the University of Texas School 
of Law in Austin. 

Following talks on these subjects by 
specialists in the field, a panel of tax- 
ation of estates and trusts will be con- 
ducted by five of the guest speakers with 
questions from the floor. 

Other topics under consideration dur- 
ing the three day conference will be: 
Tax Developments in the Last 12 Months; 
Current Oil and Gas Developments; 
Partnerships — For the General Practi- 
tioner or the Expert; Tax Problems of 
Farming and Ranching; Transfers of 
Life Insurance. 





Missouri. 


from other states to Missouri. 





First Choice for Trust Service 
in Missouri 


The St. Louis Union Trust Company engages only in the trust busi- 
ness. It does no banking business. It accepts no deposits subject to 
check. It is the largest stockholder of the First National Bank in 
St. Louis, with which it is affiliated. It is the oldest trust company in 


We suggest consideration of our Company for ancillary service in 
Missouri or where recommendations are to be made to people moving 


“Trust Service Exclusively” 


St. Louis Union Trust Company 
ST. LOUIS, MISSOURI 
Affiliated with the First National Bank 
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FINANCIAL STEWARDS 
AND THE CHURCHES 


T. K. THOMPSON 


Executive Director, National Council of Churches of Christ in U.S.A. 


FEW WEEKS AGO I HAD A LONG-DIS- 
. call from the Middle West 
that ran like this: 

“T am Richard Roe, senior trust ofh- 
cer of the First National Bank in Mid- 
dletown. I have just seen the new film, 
‘Treasures in Heaven,’ produced by Fam- 
ily Films, Inc., of Hollywood and I no- 
ticed your name listed as technical ad- 
viser. | want you to know that I think 
the film is first-rate. It says briefly and 
directly that everyone should make a 
will, and that where possible he should 
remember the church in his will. We are 
ordering a print and expect to use it in 
the public relations program here at the 
First National Bank.” 

My reply was a little incredulous. “We 
are delighted, Mr. Roe, that you find 
this film so much to your liking, but this 
picture is obviously religious; in fact, it 
was made with a Protestant audience in 
mind to show in churches.” 

Mr. Roe came back, “We know that, 
and we think it adds to the value of the 
film. As a matter of fact, the overwhelm- 
ing majority of people in our commun- 
ity are Protestant. However, we see 
nothing in the film that would offend 
Catholics, Jews, or others. We expect to 
loan the film to churches without charge, 
and we believe we will be rendering a 
service both to the churches and the 
bank at the same time. I just want to 
thank you for making a contribution to 
the cause of Christian stewardship. By 
the way, I am the chairman of the every- 
member canvass in own church. 
Good-by.” 

I hung up the receiver with consider- 
able wonder. As I turned over the con- 
versation in my mind I could not but 
conclude that trust officers do indeed 
have a special responsibility in the field 
of Christian stewardship, as do the at- 
torneys who advise people about their 
wills. 

Certainly a client’s first responsibility 
is to his own family. A few years ago I 
heard a vigorous discussion by a group 
of theologians over the question: Which 
merits one’s first loyalty, the church or 
the family? Dr. T. A. Kantonen of Ham- 
ma Divinity School of Wittenberg Uni- 
versity in Springfield, Ohio, seemed to 
catch the consensus of the group when 
he said, “God has given us our families. 


my 
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Every father is a priest and minister. A 
father fulfills his responsibility to God 
and to his church by proper care for his 
own personal family.” 


The Greatest Philanthropy 


After the client has made proper pro- 
vision for his family, he has the oppor- 
tunity to express his concern in the 
world of giving. A trust officer or attor- 
ney. in leading his client to consider 
what he might like to do with some part 
of his money, might ask him to make a 
self-evaluation, listing those institutions 
and agencies that have made his life 
richer or stronger. What were some of 
the crucial turning points in his career? 
Who influenced him for good? Was it a 
teacher, an athletic coach, a pastor? Per- 
haps his college or his church exercised 
a decisive influence. 

In our American way of life most of 
our humanitarian institutions are still 
privately operated. This means that they 
must appeal to their friends for gifts to 
current work, to endowment, and_ to 
capital improvement. These “voluntary 
institutions” exist because people say, “I 
believe,” or “I will.” 

The church is by far the greatest phi- 
lanthropy, exceeding all other philan- 
thropic causes combined. This is true 
both in the number of institutions and in 
the number of dollars given. The Ameri- 
can Association of Fund-raising Counsel 
annual “Giving U.S.A.” estimates yearly 
giving to religion at about 52 per cent of 
the total philanthropic dollar. If your 
client is interested in giving to the 
church, he should do some careful think- 
ing. Most church authorities agree that 
most local congregations should not be 
endowed. There are many exceptions to 
this rule: congregations where there is a 
special need such as an underprivileged 
neighborhood, a large proportion of 
chlidren, or a large numb>r of students. 

Nevertheless the principle holds that 
the average congregation throughout 
North America should pay its own way 
out of Sunday-by-Sunday offerings from 
living, interested donors. Capital needs 
of building and equipment, however, are 
in a somewhat different category. Like- 
wise, special missionary projects such as 
work with underprivileged boys might 
very well be endowed. In considering the 





gifts of endowment funds or trust fund 
it is usually better to think of the larger 
church beyond the local parish. Mission 
boards at the state, national. and world 
levels have greater flexibility in Meetin 
the needs of a rapidly changing world, 


The Art of Giving 


“Church” does not necessarily mean 
the building at the corner of State and 
Main Streets. “Church” also includes 
church-related colleges, church-spon. 
sored hospitals, church-operated homes 
for the aged, and a multitude of othe 
institutions either directly or indirectly 
related to church work. Certainly one of 
the greatest needs in the church field js 
the better training of clergymen. With 
the population explosion already here. 
the adequate training of the very much 
larger number of ministers and priests 
may be the greatest challenge today. 

Your client, as he considers various 
forms of philanthropy, will have to make 
a decision between giving by bequest or 
giving while living. Would it be possible 
to suggest that the real joy of giving can 
be had while he is very much alive? A 
trust carefully set up and properly tail. 
ored to his own situation can give him 
the satisfaction of actually seeing his 
money at work, changing the lives of 
boys and girls, helping the sick, the 
aged, or the troubled. 

Few people believe “it is more blessed 
to give than to receive,” because our 
whole culture is based on skill in getting. 
Most men spend so much of their lives 
acquiring financial security that they 
never develop skill in giving money 
away. Too late in life most men discover 
that giving is the greatest joy in life. In 
a good business transaction, both the 
buyer and the seller profit. Whatever is 
sold — goods, services — and whatever 
is received, represent the basic fact of 
exchange. Money is a medium of ex- 
change, greatly simplifying the entire 
commercial process. In giving, nothing 
tangible is returned to the donor — 
nothing tangible, that is, in the sense of 
something that can be weighed or meas- 
ured. However, in giving something real 
is returned — the satisfaction in seeing 
a cause move forward. We give because 
we believe in a cause. “Causes” are not 
usually mere businesses; they represent 
a great spiritual conviction around 
which we build our lives. In this sense, 
the way a man gives his money is the 
surest clue to the kind of person he is. 

The trust officer and the attorney are 
counselors in stewardship. To them 1s 
given an opportunity and an obligation 
to help their clients find the satisfaction 
of abundant life through giving. 


TRUSTS AND ESTATES 
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TRUST ACCOUNTING SERVICE 
with Pp etched Card | Processing a? 


PHILIP W. VANCE 





Vice President & Trust Officer, Springfield Marine Bank, Springfield, Ill. 


N THE PAS? SEVEN YEARS, SPRINGFIELD 

Marine bank’s individual trust ac- 
counts have been doubled, now total- 
ing more than 800. The customer satis- 
faction which made this possible is 
based, to a large degree, on careful 
handling conscientious — service. 
Maintaining both in the face of rapid 
growth once posed a problem, but 
punched card data processing has solved 
it and given numerous additional bene- 
fits. 

Reports to customers, for example, 
are now much more legible, understand- 
able and informative, and customer re- 
action has been excellent. For the first 
time we are putting out a list of securi- 
ties anyone can read and understand. 
Included is a short but graphic sum- 
mary of transactions and changes, classi- 
fied by type, not just listed chronologi- 
cally. 

Internally, punched-card processing 
gives us much faster and more com- 
plete control, with our trust accounts 
balanced every night. In addition, for 
internal or external auditing, balancing 
and listing are now almost immediate. 


and 


Advantages 


Our new system also produces a com- 
plete file folder for each account, an 
added convenience for trust officers. 
Stapled to the left side is a list of all 
holdings, with carrying values and dates 
of acquisition (when a security is sold. 
this immediately reflects the capital 
gain). On the right is a chronological 
account ledger listing all cash trans- 
actions. Pockets hold daily cash ledger 
and asset change tickets. All these docu- 
ments are produced by our IBM equip- 
ment and keep the folder absolutely up- 
to-date. 


Year-end reporting is now much 


easier and faster. The reports are more 
complete and accurate. Even at the end 
of 1959, when the system had been in 
use only three months and we were still 
maintaining a dual operation, the above 
advantages were realized. 

Very noticeable was the reduction in 


° 


human error which grows with overtime. 
Now, with extra hours no longer neces- 
sary and other clerical economies pos- 
sible, the savings have already partially 
offset the cost of renting the IBM equip- 
ment and we expect additional savings 
when we get other jobs on the equip- 
ment. Real Estate Mortgage and In- 
stalment Loan accounting are expected 
to be in operation soon. Demand deposit 
is planned for a later date. Savings ac- 
counting is in the process of conversion. 


Background 
The Springfield Marine Bank is the 


oldest bank in continuous existence in 
Illinois. It stands across the street from 
the building that was once our State 
Capitol. In 1854. the most notable legis- 
lator there became a depositor and in 
our lobby today, in a glass case, is dis- 
played a ledger page for “A. Lincoln.” 
This account was closed by President 
Lincoln’s assassination in 1865 and our 
bank’s officers handled some of his trust 
affairs. 








Income from farm management, buying and 

selling of assets, and many other transac- 

tions cannot be anticipated or pre-scheduled. 

Cards for these transactions are punched by 
an IBM card punch operator. 


Our bank has a large farm operation 
and a considerable emphasis on trust ac- 
counting. About 250 farms totalling 70.- 
000 acres are under our trust supervi- 
sion. 

Trust administration and investment 
management are in two separate depart- 
ments, but operate as a unit in trust 
activities. 

In the past, trust accounting was 
handled by keyboard posting machines 
and we reported to our customers by 
mailing carbons of the composite cash 
postings. This was tied in with an 
addressograph plate system of asset con- 
trol and listing. Listingsrun from these 
plates were sent out with statements, 
but they had to be totaled by adding 
machine. Similarly, to run a trial bal- 
ance we had to list all securities, by ac- 
count, and total by adding machine. 

Now, we either manually or mechani- 
cally punch cards daily for each of our 
four or five types of trust accounting 
transactions. Some, such as bond in- 
terest and rental income, can be “pre- 
scheduled,” further increasing the 
efficiency of our system. If a company 
declares a dividend payable on a certain 
date we can machine-produce cards and 
cash entry tickets in advance. 

Cards in our security file describe 
each security. The file is setup alpha- 
betically and classified by type. These 
cards are followed by a balance card and 
an account name card for each account 
holding the security. 

To produce pre-scheduled cards, we 
send a list of firms from which we an- 
ticipate a dividend for the following 
month to our Investment Department. It 
comes back with the per-share dividend 
and the date marked in. We use an IBM 
26 card punch to cut the basic dividend 
information. Our reproducer duplicates 
it for each account and our 602A calcu- 
lator extends the share value by the divi- 
dend amount to produce cards from 
which we make cash entries on our 
daily posting. These cards are put 
through our IBM 407 accounting ma- 
chine to print daily transaction tickets 
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on the pre-scheduled items.. We send 
these tickets to the Dividend Department 
and file the cards in Machine Account- 
ing. 

When the dividend arrives, that de- 
partment sends the tickets back to Ma- 
chine Accounting. The cards are pulled 
and combined with cards for items that 
could not be pre-scheduled. These in- 
clude income from farm management, 
buying and selling of assets, and other 
transactions which must be keypunched 
as they occur. 

All are balanced on the accounting 
machine to the Trust Teller’s blotter. 
They are then merged with balance for- 
ward cards for each account and put 
through the accounting machine again 
to produce one or more daily cash ledger 
tickets for each account against which 
there was activity that day. At this 
time, we also run a Daily Trust Journal 
for the Auditing Department in much 
the same manner. 

The cash ledger tickets are filed each 
day in their pocket in the account ledger. 
A by-product of their production is a 
new balance forward card for each ac- 
count. From these cards, transactions 
affecting the corpus are separated and 
listed on asset change tickets, filed in 
their pocket in the account folder. 

Each new balance forward card lists 
income and principal receipts and pay- 
ments accumulated since the last state- 
ment was run. It also lists the number of 
tickets accumulated in the account folder 
since the last historical listing was pre- 
pared. If we get ten or more tickets dur- 
ing a week, we run a new historical list- 
ing, drop the old number of tickets from 
the card and start anew. Each historical 
listing is filed in the account ledger 
folder. 

Toward the close of each day, the new 
balance forward cards are remerged 
with the inactive balance forward cards 
and we run our daily trial balance on 
the accounting machine. To keep our 
asset and security card ledger files up-- 
to-date, our operators also keypunch 
asset transaction cards on any activities 
affecting the corpus. : 

The asset file is set up by account 
number cards and security number. 
Within the account are balance cards 
and description cards for each asset 
held. In this ledger we may have one or 
more acquisition cards for the same se- 
curity, filed by date. This enables us, 
upon disposition, to produce capital 
gain and loss schedules directly from 
the accounting machine for annual tax 
return information. It is from this file, 
incidentally, that we run our new asset 


list for the left hand page of the folder 


when we have enough asset Change 
tickets in the folder pocket to watrant 
it. The old list of assets is destroyed ang 
the new shows no reflection of past ae. 
tivity. This information is indicated oy 
the cash side of the folder. 

Investment reviews for the Investmen 
Department are also produced from the 
asset ledger. Now we calculate the ap. 
nual yield and classify the securities fo; 
diversification, both geographical anq 
industrial. Here again, accuracy is much 
greater. 

Our much-improved customer state. 
ments are run monthly, quarterly, sem. 
annually or annually depending on the 
account. They are prepared from card 
from the historical listing. kept in ow 
statement file. To these are added cy. 
rent cash balance cards, beginning cash 
balance cards, and headings. The state. 
ments are produced on the accounting 
machine. 

We also provide a “Customer’s List of 
Assets” every time we print a cash state. 
ment. To do this, we pull corresponding 
asset cards and header cards for each 
account and list them on the accounting 
machine. This listing shows the face 
value of bonds, share value of stocks and 
book value of all assets. 

When a statement and list of assets is 
necessary for the courts, we prepare it in 
the same manner, on the same stand: 
ardized form. We have found that no re 
typing is required. 

As an example of the “Management 
by Exception” principle which is one of 
the values of a mechanized operation, 
each month we prepare for our Auditing 
Department a list of pre-scheduled but 
not collected items. This tightens our 
audit control. 

Additional reports produced by ow 
IBM equipment include a listing of ma 
turing bond issues, a dividend map ani 
investment trial balance, bond collection 
forms and year-end tax reports. The 
latter provides one of the greatest time 
savings in our whole operation. 

Punched card processing fits ou! 
philosophy of operation. It helps & 
satisfy today’s customers, increases Ul 
capacity to do so with tomorrow's ls 
tomers, and at all times gives us tighter 
balancing and control. 


, A A A 

The West Virginia Bankers Associt 
tion has elected these officers: 

President: Robert J. Riley, trust off 
cer, Wheeling Dollar Savings & Trust 
Co. 

Vice Pres.: A. A. Modena, trust off 
cer, Flat Top National Bank, Bluefield 

Sec.-Treas.: F. B. Horner, vice pres 
dent and trust officer, Union National 
Bank, Clarksburg 


Trusts AND EsTAts 





sibl 
ploy 
low 


his 


So am PP 


In 
eff 
list 
bai 
tha 
of 


ret 


Tr) 


hange 
rant 
d and 
St ac. 
ed on 


tment 
m the 
1 an- 
es for 
| and 
much 


State. 
Semi: 
on the 
cards 
in our 
d cur. 
& cash 
» State. 
unting 


List of 
1 state. 
onding 
r each 
junting 
e face 


‘ks and 


ssets is 
re it in 

stand: 
t no re. 


gement 

one of 
aration, 
uditing 
led but 


ns our 


by our 
of ma: 
jap and 
Ilection 
is. The 


st time 


its our 
elps us 
ses Our 
w’s CUS 
- tighter 


A ssocia- 


ust off 
y Trust 


ust off 
efield 

e presi: 
J ational 


ESTATE 





A Catal. gue of Tax Effects of 


CORPORATE PAYMENTS TO WIDOWS | 


KENNETH W. HUFFORD, C.P.A. 


Hufford, McEntire & Co., Oakland, California 


EPENDIN( UPON INDIVIDUAL CIRCUM- 
D stances it would be entirely pos- 
sible for the widow of a corporation em- 
ployee to recvive some or all of the fol- 
lowing common types of payments from 
his employer : 


A. Interest F. Death Benefits 
B. Dividends G. Pension and/or 
C. Salary and/or Profit-Sharing 
Commissions H. Pension (not 
D. Vacation Pay qualified) 
E. Sick Pay I. Salary Contin- 
uation 


In discussing the Federal income tax 
effect on the widow as to each item 
listed, it will be assumed that the hus- 
band and wife were on the cash basis, 
that the item was received in the year 
of death, and that a joint income tax 
return was filed for that year. 


A, INTEREST: 


If the decedent had loaned money or 
sold property to the corporation and 
had taken back interest bearing notes or 
bonds, the interest income would be 
fully taxable when received. It should 
also be mentioned that interest on sav- 
ings accounts with banks, savings and 
loan associations, and company credit 
unions would also be fully taxable when 
received or credited.! 

Interest received or constructively re- 
ceived prior to death would be reported 
in the joint return. After death it would 
be included in the return of the bene- 
fciary or the fiduciary income tax re- 
turn for the estate. 

Where life insurance from a deceased 
spouse is left with the insurance com- 
pany for periodic payout, the interest 
element in the payments is excluded up 
to $1,000 per year to a surviving spouse 
who is the beneficiary of the policy.” 


B. Divipenps: 


Dividends declared before death but 
payable to stockholders of record on 


—— 


This article is based upon a talk presented before 
the Estate Planning Council of the East Bay, Oak- 

nd, California, early this year. 

ILR.C. Sec. 61. 

*LR.C. Sec. 101(d) (1) (B). 
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dates after death are not taxable in- 
come in the decedent’s final return. If 
the record date is before death and the 
payment date is after death, the divi- 
dend would be “income in respect of a 
decedent.” In both cases the income 
would be taxed in his estate. If the rec- 
ord date and payment date are both be- 
fore death, then the dividend is included 
in the decedent’s last return.* The pres- 
ent $50 exclusion as to domestic divi- 
dends and the 4% tax credit.‘ is cur- 
rently under attack in the Treasury’s 
proposed tax legislation. 


C. SALARY AND COMMISSIONS: 


Salary and commissions are taxable 
to a cash basis taxpayer when either 
actually or constructively received. 
Amounts received after death would be 
“income in respect of a decedent,” and 
would not be included in the decedent’s 
last return.® Of course if the widow ac- 
quired the right to receive the income, 
actually received it, and filed a joint 
return with him for the year of death, 
this income would be included in that 
return. 

As a practical matter, all items in- 
cluded in the decedent’s W-2 Form are 
usually reported on the joint return 
for the year of death. If not included 
in the joint return, these items of com- 
pensation would be reported on the 
estate’s fiduciary income tax return. 


D. VACATION Pay: 


If vacation pay is vested under com- 
pany policy, then it will usually be paid 
to the decedent and included in his W-2 
Form. However, it is “income in respect 
of a decedent” and should be taxable 
to the beneficiary or the estate." 


E. Sick Pay: 


Where the employer pays compensa- 
tion to the employee while he is sick, 
under a recognized plan or policy, up 


8The ABC’s of a Decedent’s Income and Deduc- 
tions—C.C.H., May 10, 1961. 

41.R.C. Secs. 116, 34. 

5I_R.C. Sec. 691. 

*See 3 and 5 above. 


to $100 per week may be excluded from 
his gross income for Federal tax pur- 
poses. Amounts received after death in 
excess of $100 per week, which he would 
have been required to include in gross 
income, is “income in respect of a de- 
cedent” and includible in the gross in- 
come of his beneficiary or estate.* 


F. DeatH BENEFITs: 


Some companies follow a policy of 
making death benefits payments to the 
widow of a deceased employee. Under 
Internal Revenue Code Section 101(b), 
there is to be excluded from gross in- 
come of beneficiaries or the estate of 
an employee up to $5,000 of death bene- 
fits paid by or for his employers. This 
is frequently funded by life insurance on 
the employee payable to the company 
employer. 


G. PENSION AND PROFIT-SHARING 
PLANS (QUALIFIED) :® 


When the total amount payable under 
the contract is received in one taxable 
year of the payee by reason of the em- 
ployee’s death, the amount is taxed as 
a long term capital gain. The capital 
gain would be the amount in excess of 
the consideration paid in by the em- 
ployee. 

When the total amount is paid in two 
or more taxable years of the payee, the 
capital gain tax benefit is lost and the 
amounts received are taxed as ordinary 
income. However, these payments may 
be taxed under I.R.C. Sec. 72, relating 
to annuities. 

The $5,000 death benefit exclusion 
applies whether the full amount is paid 
in one year or more. Furthermore, under 
exempt qualified plans, the amount of 
the contract is not included in the dece- 
dent’s estate for death tax purposes. 


H. Pensions (Not QUALIFIED) :® 


Amounts received as pensions are 
normally includible in taxable income to 
the extent not paid for by an employee, 


7See 3 above. 
SILR.C. Sec. 402. 
1961 C.C.H. Master Tax Guide, pages 196 and 218. 
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who has performed services for the em- 
ployer in the past. However, when a 
pension is awarded by one for whom no 
services have been rendered, such pay- 
ments have been considered as gifts, and 
as such are not taxable. An example 
would be payments by the Carnegie 
Foundation for the Advancement of 
Teaching to teachers and their widows. 

If a widow’s pension is determined to 
be a gift, it is not taxable to her. Even 
if it is not determined to be a gift. the 
$5.000 exclusion will apply if the pen- 
sion is a death benefit. 


I. SALARY CONTINUATION PLANS: 


When a widow received payments 
from the former employer of her de- 
ceased spouse; 


a. The amounts may be fully tax- 
able as gross income under I.R.C. Sec. 
61; 

b. They may be taxable as an- 
nuities under Sec. 72, or 

ce. They may be excluded as gifts 
under Sec. 102. 


Both (a) and (b) are eligible for the 
$5.000 death benefit exclusion. 

Since the best result taxwise is (c). 
there have been numerous court deci- 
sions on gifts vs. compensation. In fav- 
orable cases, these were the controlling 
factors:1° 


1. The intent to make a gift must 
be carefully expressed in the cor- 
porate resolution; 

2. The decedent must have been 
fully paid for his services; 

3. There must be no legal or con- 
tractual obligation to make the pay- 
ments; 


1°Viola Greenberg (DC) 59-2 USTC 9676. 


4. The corporation must derive no 
benefit from the payments. However, 
deduction for tax purposes by the cor- 
poration has been upheld in several 
cases. 

5. The widow performed no serv- 
ices to the corporation in the past, nor 
will she in the future; 

6. The payments should be made 
direct to the widow, and not to the 
decedent’s estate. 


The amount allowed is frequently one 
year’s salary, and the period of pay- 
ment must be limited. Amounts as high 
as $35,000 have been allowed as gifts.” 
In one case the gift allowed was 31 
month’s salary spread over an eleven 
year period.’* Other cases have limited 
the payment period to 29 months'* and 
24 months." 


Some recent Tax Court cases have 
rejected the payments as gifts.’° On the 
other hand, recent District Court cases 
have favored the gifts to widows.'® 


1. F. Bledsoe (DC) Calif., 57-1 USTC 9211. 
12Fifth Avenue Coach Lines, Inc., 31 TC 1080 (A). 
13McLaughlin Gormley King Co., 11 TC 569. 

147, Putnam, Inc., 15 TC 86 (A). 

Est. of M. Kuntz, 19 TCM 1379, Dec. 24463 
12/16/60; A. Danish, 19 TCM 1349, Dec. 24450 
12/16/60; Duberstein, 60-2 USTC 9515, 363 U.S. 278 
6/13/60. 

1A. Stanton (CA 2nd) Docket No. 26665 3/23/61; 
G. Frankel (DC Minn) 61-1 USTC 9287 2/28/61; 
V. Cowan (DC Georgia) 60-2 USTC 9674 8/25/60; 
G. Reed (DC) 59-1 USTC 9264, 177 F. Supp. 205, 
aff’d CA-6, 60-1 USTC 9349 (The Reed case allowed 
$50,000 as a gift). 


A A A 


e The Internal Revenue Service has 
published a revised compilation, as of 
August 28, 1961, of the guides applica- 
ble to the qualification of pension, an- 
nuity, profit-sharing, and stock bonus 
plans (Rev. Rul. 61-157). Copies are 
available from the Superintendent of 
Documents, Washington 25, at 20¢ each. 
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CEMENT 


(Continued from page 796) 


ducted by such organizations as the 
Portland Cement Association. American 
Concrete Institute, Concrete Reinforcin 
Steel Institute, some departments of the 
federal government, universities, engi- 
neering societies and private engineer. 
ing offices. 

Prospective builders who contemplate 
large financial investment are concerned 
about the relative costs involved in use 
of competing materials, assuming. that 
more than one will give satisfactory re. 
sults. No one has across-the-board supe. 
riority. The type of structure. its loca. 
tion and a variety of other factors affect 
the choice. It is entirely possible that 
the material found to be most econom. 
ical in one instance might give way to 
another for the very same type of struc. 
ture under different conditions. 

However, it is interesting to note the 
results of bids received by the New 
York City Housing Authority on alter. 
nate designs for three groups of 21-story 
apartment houses. In each of these cases, 
contract costs for buildings with con. 
crete frames were lower than those for 
equivalent steel frames. The savings 
were reported to range from 8.6 per cent 
for one project to nearly 10 per cent for 
another. 

In a different location. a seven-story 
office building was built with prestressed 
concrete at a cost reported to be $70, 
000 less than the bid submitted for a 
structure with a frame of competing 
material. 

Construction is a highly competitive 
industry. Competition among materials 
is keen. Concrete has gained a high pos 
tion which it bids fair to hold because 
of its dependability, relative economy 
and versatility. 


A A A 
COMMON FUND 


(Continued from page 798) 


all of them seemed anxious to have 
us solve the municipal bond problems. 

The principal advantages have turned 
out to be the following: 

1. A handy facility for reinvest- 
ing odd-lot municipal money. 

2: Immediate diversification of in- 
vestment. 

3. A theoretical liquidity which has 
been appealing to certain co-trustees. 

4. A good yield combined with 4 
fairly steady unit value. 

5. In some cases it has been found 
useful to combine a Municipal Bond 
Fund participation with a Common 
Stock Fund participation. 

6. Better management control of 
our municipal investment holdings. 


TRUSTS AND ESTAT 
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Although Dr. Allen resided in Roches- 
ter, Minn., where he was on the staff 
of the Mayo Clinic, he requested that 
his body be buried in Cozad, Neb., the 

he place of his birth, and that there be 
- Soars wees h no funeral services in Rochester. The 
ng SS oes eS First National Bank of Rochester and 
he ees his widow are named co-executors. 
fi: ey }. WILLARD T. CHEVALIER, former execu- 
=. ApS a tive vice president of McGraw-Hill Pub- 
™ AG; Fi a AV lishing Co. and former publisher of 
5 (CC %e Px ae)’ “Business Week,” provided for the dis- 
ate tribution of several personal items, in- 
a Ty Cops, the first player elected to following his death. The balance of the ae ee wos sag ot 
= Baseball’s Hall of Fame, and considered estate, approximating $170,000 is to be — ee ~*s ne ond NEA, SE ae 
hat by many as the national pastime’s great- held in trust for his two daughters and — Paspeteed peniongey wae posse st 
- est star, authorized his daughter to dis- a granddaughter. patents Bain a ‘oe pPumriorng fl by . 
Ipe’ § tribute his trophies and other personal The three beneficiaries are to receive Pere P 
0Ca- items in accordance with his directions the net income of the trust in stated After a ee eae a 
lect § jeft in a letter. Twenty-five per cent of percentages for twenty years, and at pay ; ‘ 
; : ; ; : ret : quests to a number of friends and rela- 
that — the residue of his estate is to be given the end of that time, the principal is ti : s 
m4 . a . ives, the residue of the estate is to be 
om. | to the “Ty Cobb Educational Fund,” to be distributed to the income benefi- ahd tn Cans tien he aii tie. in aie, 
y to established eight years ago to provide ciaries in the ‘same proportion as the ton te receiving the income during el 
ree. scholarships for qualified boys and girls, income. Provision is made for adjust- life may be paid $10,000 a year if the 
who otherwise would be unable to secure ment in the percentages upon the death trustess deem it advisable for her bene- 
an education. The balance of the estate of any of the beneficiaries prior to the fit fort. The Pol hni 
> the is to be held in equal separate trusts for termination of the Trust. The Iowa-Des Pere Pinar eagle gunna 
New ]f his three children and the children of Moines National Bank is appointed ex- /MStitute of Brooklyn, his alma mater, 
alter. | two deceased children, per stirpes. ecutor and trustee. is named to or + oe tenet prtnetpat 
; d ae upon Mrs. Chevalier’s death. 
story The trustee is authorized to distribute : Suse, taiichiiintn ane sumabiiel seem. 
ases, | the income and principal of each trust Dr. EDGAR V. ALLEN, former president na e h = oo d 
con. | a8 it deems best to or among the bene- of the American Heart Association, gave penne Vee Geb See ee 
of ficiary child and his descendants. Each $4,500 to each of his sons and directed ian wih Re Fut Helene Sy 
of or child is given the right to direct the that the indebtedness of his daughter Trust Co. of New York. 
vings trustee, by letter or will, to pay any 2d her husband be cancelled. The bal- A A A 
r cent part of the fund to any of the testator’s nce of the estate, which includes $25,000 ERRATUM 
nt for descendants other than the child him- 0f Probate assets and approximately See page 812 of this issue for correc- 
self. The trusts for grandchildren are $160,000 in assets not subject to probate, tion in report of the will of HILAND G. 
story | to be paid out in thirds at ages 25, 30 Was left to his wife. BATCHELLER, 
ressed § and 35. — 
&7/0).. Mr. Cobb expressed confidence in the sneoenenusiay se 
for a | vestments which he had made and Lia ad 
neting thus he directed his executor and trustee Tin: as 
not to make any changes merely for 
A diversification, The Trust Company of 
etitivé F Georgia, Atlanta, is appointed executor 
terial and trustee. It is also trustee of the 
h pos: | Educational Fund. 
ecause 
onomy | Ernest Hemineway, Nobel and Pulit- 
zer Prize winner for literature, left a 
handwritten will which nevertheless was 
phrased in traditional legal language. 
The brief document revokes all prior 
wills, bequeathes his entire estate to 
> have his wife and appoints her as executrix. 
ea The last clause declares that Heming- 
tall Way intentionally omitted to provide for 
any children now living or that may be 
born after this will has been executed 
einvest: Has | repose complete confidence in my 
ia beloved wife Mary to provide for them 
‘ccording to written instructions I have 
nich has 4 *Ven her.” 
rustees. 
with ©) De Watrer L. BIERRING, former presi- 
n found dent of the American Medical Associa- 
al Bond tion, bequeathed $5,000 to his secretary 
Common and directed his executor to pay the 
vr of roa — er a of one of 4d ; . From N. Y. Public Library Picture Collection 
dings. r a period of nine montns The Will of Mademoiselle Dupuy. 
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ON THE PUBLICITY FRONT 


Newspaper and Magazine Advertising 


Three men — the client, the trust offi- 
cer and the insurance underwriter — 
are pictured conferring at a desk in an 
ad from Central Trust Co., Cincinnati, 
Ohio. The caption is: “Have you had 
this kind of meeting with your insurance 
man?” It’s a personal summit meeting, 
the ad relates. Adequate life insurance 
has proved to be one of the most valu- 
able elements in any estate, regardless 
of size. It can provide the immediate 
cash necessary for the family’s support 

. to pay debts, taxes and other ex- 
penses that can’t be postponed. It as- 
sures that securities, real estate and 
other assets won’t have to be sold, at a 
time when such sales might seriously 
deplete the estate. 

“Joint ownership may increase taxes” 
is the caption of an ad for First National 
Bank of Montgomery, Ala. The total 
value of jointly owned property may be 
included, for Federal estate tax pur- 
poses, in the estate of the first co-owner 
to die, unless the surviving co-owner 
can prove that he (or she) contributed 
to the purchase price of the property 
from his (or her) own independent 
funds, This is often difficult to prove in 
the case of a husband and wife, the ad 
says, and often a Living Trust is a more 
satisfactory method of providing unin- 
terrupted income for the beneficiaries 
and may avoid expensive tax complica- 
tions. 

“The most thoughtful thing a father 





can do: prepare his wife for widow- 
hood,” is the title of a picture of a 
young boy, his mother’s guiding hand 
resting on his shoulder, in a recent ad 
from Northwestern National Bank, Min- 
neapolis. It is a heart-breaking statistic, 
the ad relates, that of every 100 middle- 
aged women who have shared life with 
a husband, 20 are widows. And the ratio 
is rising. The ad encourages the head of 
the family to see his attorney and make 
a will, see his insurance man for sufh- 
cient protection for his estate, and name 
the bank executor and trustee. 

“Some people regard the Trust De- 
partment of a bank as a service designed 
for millionaires,” begins an ad from 
First National Bank & Trust Co., Evans- 
ton, Ill. But actually, the ad continues, 
under the complicated tax laws of to- 
day, people of modest means find trust 
services an important need. Today, every 
family head should have a sound estate 
plan — with provision for both positive 
inheritance and minimum tax shrinkage. 
The Trust Department, the ad concludes, 
is qualified to work out the most eco- 
nomical plan with the customer and his 
attorney. 


“Job for Atlas — or for us!” is the 
title of a recent newspaper ad for 
National Newark & Essex Banking Co. 
(N.J.) The ad pictures Atlas burdened 
with the weight of the world on his 
shoulders. When you name a relative or 
close friend of your executor, it relates, 
you ask him to assume responsibility 


Our Trust Department Serves 


Beneficiaries in Pennsylvania and across the nation. 


Pension and profit-sharing plans, large and small. 


Other banks and trust companies in ancillary administra- 


tion. 


e Lawyers, C.P.A.’s and life underwriters in the teamwork 


of estate planning. 


And we'd 
like to serve 


you too! 
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Serving more people more ways 
than any other Philadelphia bank 
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that would be too big a burden for even 
a super-human individual. You ask him 
to set aside his own family and busines 
interests to complete the exacting, time. 
consuming details of estate administra. 
tion. Risk of incompletion of plans js 
reduced to a minimum when a bank js 
named as executor. 

“I'd be annoyed if one of my execu. 
tives died and left his personal affairs in 
a mess,” states an ad from Rhode Islan( 
Hospital Trust Co., Providence, quoting 
from a speech made by Ralph M. Zine, 
professor of business communications at 
the Graduate School of Business Admin. 
istration, New York University. “An 
executive's first duty is to take care of 
himself or he’s not much of an execu- 
tive. I would want no wistful widows in. 
truding on my working day and telling 
me ‘I don’t know where to turn.’ And | 
certainly would not want word to ge 
around that an executive of mine didn't 
handle his estate properly, because it 
might spark the suspicion that he was 
also less than effective in handling his 
corporate duties.” The band adds that 
over the years Rhode Island executives 
have turned to Hospital Trust for the 
administration of their estates. 

A well-dressed businessman sitting in 
an electric golf cart dictating to his sec 
retary before “driving” off, is the eye 
catching picture that accompanies a re 
cent ad from Houston Bank & Trust Co. 
The letter, to an old friend, states in part 
“You'll never do a smarter thing than 
talk to the people at Houston Bank ant 
Trust about that profit-sharing and per 
sion trust thing you’ve been considering 
for your employees. They’ve operated in 
that field for so long they know not onl} 
the answers — they even know the que 
tions!” : 

“The dangers of joint ownership, 
headlines an ad from First National 
Bank of Minneapolis, picturing a W 
man’s hand casually draped across het 
husband’s arm. Such arm-in-arm owner 
ship may be practicable in small estate: 
and certain types of property might be 
ter be owned in two names — the fat 
ily home, for example — regardless of 
an estate’s size. But as estates gro" 
larger, joint tenancy can be a costly 
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dangerous device. It is surprising, the 
ad continues, how many persons believe 
that joint tenancy saves taxes. Usually 
the opposite is true, including costly 
double taxation, additional gift taxes 
and even penalties. The belief that joint 
tenancy eliminates the need for wills is 
the cause of frequent family unhappi- 
ness. 

“31,000,000 Can Be a Many-Scattered 
Thing” begins an ad from The Hanover 
Bank of New York. Money has a mind 
of its own. Left unguarded, it has a way 
of literally getting out of hand. Whether 
+’s a $1,000,000 or $100,000, its owner 
has a hard enough job during his life- 
time keeping track of his holdings. Upon 
his death, the task may be even more 
dificult for his executor. Selecting the 
right executor may well prove to be one 
of the most important single steps a 
property owner may take for his fam- 
ily’s financial protection. 


A woman painting a harbor scene is 
entitled “Cape Ann is more captivating 
since she turned to the ‘Financial Cab- 
inet,” in a recent ad from Boston Safe 
Deposit and Trust Co. Quaint Rockport’s 
vacation attractions just don’t mix with 
studious investment analysis, the ad 
states. New England takes on more verve 
and zest when there is no need to worry 
constantly about one’s securities. The ad 
then describes the “financial cabinet,” a 
team of trusted advisors, specialists in 
various fields, working single-mindedly 
to further your investment and estate 
planning objectives. 


Who understands your family better 
— You or the State? asks an ad from 
Peoples National Bank and Trust Co., 
Norristown, Pa. That’s easy, the ad an- 
swers, You do. But the state will take 
over your privilege of planning the dis- 
tribution of your property if you fail to 
make a will. The state must base its 
action on general rules which may not 
ft your family’s needs at all. You know 
better how to satisfy each one’s require- 


ments. The sooner, the safer, it con- 
cludes, 


“The Case of a Business Interest” is 
the title of a current booklet issued by 
First National Bank of Atlanta. In plan- 
ning the future of a business interest — 
the chief asset the business owner will 
leave his family and from which he will 
pay the estate tax — two principal prob- 
lems are valuation and the best way to 
Pay taxes. To meet the threat imposed 
by high tax valuations the bank suggests 
a properly drawn buy-and-sell agree- 
ment may “peg” the estate tax value. 

en funded by life insurance, it pre- 
sents an orderly and certain means of 


SEPTEMBER 196] 


transferring interests following the death 
of a principal. 

“There are no holidays for invest- 
ments,” is the caption of an ad for the 
Personal Trust Division of State Street 
Bank & Trust Co., Boston, in the first of 
a new series of advertisements. The ad 
states that while securities markets close, 
the securities themselves go right on be- 
ing affected by events all over the world, 
every hour of every year. And the men 
who make a career of managing invest- 
ments are accustomed to confer among 
themselves, to extend their research, to 
get in touch with customers when news 
of unusual significance to them is re- 
leased, regardless of the calendar. 


Forums 


City National Bank, Fort Smith, Ark., 
recently sponsored a one-day women’s 
finance forum. The program included 
three talks in the morning, on insurance, 
money management, and wills and 
trusts, with a question-answer panel in 
the afternoon following a speech on the 
woman’s role as an investor. 


National City Bank of Cleveland spon- 
sored its seventh Women’s Finance For- 
um on Sept. 15 and 21. In the last seven 
years attendance at the forums has 
grown from 350 to 1,500 persons. 

John R. Bunting, Jr., business econo- 
mist of the Federal Reserve Bank of 
Philadelphia, was the speaker for the 
opening session on “Investing in a 
Changing World.” Theme of the second 
meeting was “Mr. and Mrs. Jones Look 
to the Future,” a case study of financial 
planning for the 60's. 





se 


Architect’s drawing of new 16-million dol- 
lar Detroit Bank and Trust Building. Con- 
struction of the new 26-story bank and office 
building is scheduled to begin this fall, 
subject to city approval of the plans. The 
building will be located on Fort Street at 
Washington Boulevard, and the site will 
extend an entire block to Congress on the 
Washington Boulevard side and will include 
a floor to floor link with the Bank’s present 
Trust office. 





Russell E. Vunderink, vice president 
and trust officer of National City Bank, 
discussed the Jone’s estate objectives and 
present ideas that can be used in mini- 
mizing dollar shrinkage for the benefit 
of the family. James M. Dawson, vice 
president and economist of National 
City Bank, and Burton A. Miller, vice 
president in charge of the Trust Depart- 
ment, and an investment panel reviewed 
Mr. and Mrs. Jones’s investment port- 
folio. 
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Legislation Affecting Trust and Estates 


Sixth 1961 Report 


ALASKA 


Ch. 75: Amends Sec. 61-12-2 to double 
widow’s or children’s award to $8,000. 


CALIFORNIA 


Ch. 503: Amends Probate Code Sec. 
1068 relating to petition to terminate 
administration whether or not personal 
representative has qualified. 

Ch. 613: Amends definition of bank 
in Uniform Gifts to Minors Act to in- 
clude any bank authorized to do business 
in state. 

Ch. 651: Amends California Probate 
Code Sec. 772 relating to sale of personal 
property of estate. 


COLORADO 


H.B. 341: Amends Sec. 152-10-26 by 
providing in express terms power and 
procedure for fiduciary to enter into oil 
and gas unitization or pooling agree- 
ments. 

H.B. 373: Amends Sec. 152-10-8(1) 
to make successor fiduciary proper party 
plaintiff in action against former fidu- 
ciary for mismanagement, neglect or de- 
fault. 

S.B. 184: Amends Secs. 152-9-17 and 
152-9-18 relating to voluntary guardian- 
ship estates by requiring that petitioner 
be mentally competent to institute pro- 
ceedings and providing procedures to 
terminate estate, or, if ward is sub- 
sequently adjudicated mentally incom- 
competent, to convert estate into con- 
servatorship. 

S.B. 136: Amends Sec. 152-5-23 by 
requiring that petition for probate and 
citation to attend probate need name 
only trustees mentioned in will, and not 
trust beneficiaries; on filing of caveat, 
probate court issues amended citation 
to trust beneficiaries. 

S.B. 218: Amends Secs. 152-2-1 and 
152-2-4 by equating rights of adopted 
children and adoptive parents with rights 
of natural children and parents insofar 
as intestate succession is concerned. 


CONNECTICUT 


Act 121: Amends Sec. 45-17 to estab- 
lish scale of fees chargeable by probate 
courts for all proceedings in settlement 
of decedent’s estates less than $10,000; 
ranging from $10 for estates less than 
$1,000, to $100 for estates more than 
$9,000 but less than $10,000. 

Act 166: Amends Sec. 36-83 and 84 
to permit common trust funds and 
mutual trust investment company to in- 
vest in mortgage loans insured by federal 
housing administrator. 

Act 306: Amplies Section 36-110 re- 
specting savings account trusts provid- 
ing (a) for statement of depositor speci- 
fying terms of trust, (b) that unless 
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such statement specifies to contrary, 
there will be conclusive presumption that 
depositor intended to create trust of all 
moneys deposited to account, revocable 
during lifetime by withdrawal of funds 
or by death of named beneficiary prior 
to death of depositor. 

Act 332: Imposes additional inher- 
itance tax of 30% of tax computed under 
rates specified in Sec. 12-340. 

Act 370: Amends Section 45-250 con- 
cerning allowances for support of spouse 
or family of decedent during settlement 
of estate, and provides that right of 
spouse to support vests upon death of 
decedent and does not terminate upon 
subsequent death or remarriage of sur- 
viving spouse; allowances for support 
become absolute property of surviving 
spouse or latter’s estate and may be 
paid upon court order in lump sum. 

Act 458: Amends Section 45-280 to 
provide that damages for injuries re- 
sulting in death shall be distributed in 
accordance with decedent’s will, rather 
than as intestate personalty. 

Act 540: Adopts complete revision of 
escheat statutes, including provision for 
ten year holding period as to property 
of deceased persons, and principal and 
accumulated income of trusts, at the end 
which period such property or money is 
presumed abandoned and must be paid 
over to state treasurer. Escheat, how- 
ever, is subject to further claim period 
of twenty years from date of presump- 
tion of abandonment. 


FLORIDA 


Ch. 61-74: Amends Sec. 691.04 to ex- 
empt trustee or co-trustee from liability 
on investments, except as ministerial 
agent, where instrument gives trustor, 
advisory committee or other persons 
authority to make or retain investments. 


MARYLAND 


Ch. 476: Amends Art. 93, Sec. 161, 
to direct payment of estate funds un- 
claimed for seven years to stated public 
agencies. 


MASSACHUSETTS 


Ch. 403: Amends G.L., Chap. 65, $1, 
having to do with taxation of legacies 
and successions, by adding to exemption 
of residences held by husband and wife 
as tenants by entirety those held by 
them as joint tenants. 

Ch. 448: Amends G.L., Chap. 184A, 
$38, which provides conditions under 
which fee simple .determinable or sub- 
ject to right of entry for condition 
broken shall become fee simple absolute, 
by striking exceptions to such interests 
when so limited that specified contin- 
gency must occur, if at all, within pe- 





riod of rule against perpetuities, such 
interests when for public, charitable, oy 
religious purposes, and deeds, gifts, op 
grants of Commonwealth or politica] sub. 
division thereof. Section 3 provides that 
anyone having a right of entry or Possi. 
bility of reverter which was valid Prior 
to amendment may bring Proceeding 
based thereon, provided statement with 
respect to such right or possibility jg 
recorded or registered prior to January 
1, 1964. : 
MINNESOTA 


Ch. 288: Amends Sec. 525.56 to per. 
mit trust company as guardian to invest 
in securities without approval of court, 


NORTH CAROLINA 


H.B. 317: Amends Sec. 28-170 to bar 
commissions to any fiduciary whose cop. 
duct would justify revocation of ap. 
pointment under Sec. 28-32. 

H.B. 471: Validates conveyances, by 
deed or will, of existing future interes 
in real or personal property. 

H.B. 556: Amends Sec. 28-53 to re. 
quire testamentary trustees to qualify 
under laws applicable to executors. 

H.B. 670: Amends Sec. 28-47 to re. 
duce publication period of notice to 
creditors from six weeks to four weeks, 
and claim period from twelve to six 
months; in case of personal service of 
notice, period for filing claims is lowered 
from six to three months. 


NortTH DAKOTA 


S.B. 248: Amends Sec. 30-18-18 to 
specify that claims in favor of state for 
old age and disability assistance are 
fifth in order of priority whether se- 
cured or unsecured. 


OKLAHOMA 


H.B. 565: Provides summary pro- 
cedure for administration of decedents’ 
estates consisting of not more than 
$2,500 in both real and personal proper- 
ty, and repeals 58 O.S. 317. 


OREGON 


Ch. 417: Substitutes new provision for 
Sec. 116.185 governing payment of as 
sets to foreign executor or administrator 
of nonresident decedent. 


TEXAS 


S.B. 286: Amends See. 59, relating to 
certification of self-proved wills. 


UTAH 


Ch. 126: Establishes lien against és 
tate for public assistance grants. 

Ch. .172: Amends Sec. 74-4-5 to in- 
crease from $25,000 to $100,000 share of 
surviving spouse where intestate de 
cedent leaves no issue. 


WEST VIRGINIA 
S.B. 126: Permits consolidation, for 
collective investment, of funds held for 
charitable institutions; if trustee is co 
porate fiduciary, it may invest such funds 
in its common trust fund. 
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By RAYMOND F, GREGORY 
a pattle, Fowler, Stokes & Kheel, New York 
don Books 
lary 
1961 Taxation and Estate Planning 
Symposium 
a. Consolidated Reporting Co., 303 Fourth Ave., 
vest [New York 10 (125 pp.; $3.20). 
art. 


A number of the 17 brief articles that 
appear in this symposium were first pre- 
bar oe as lectures before estate plan- 
con. fring councils and trust conferences, but 
ap. pothers were first published in other peri- 
odicals including TRUSTS AND ESTATES. 


























s, by prhe editors appear to be preoccupied 
erest (with convincing the layman of the im- 
portance of estate planning for a num- 
> re. prer of the articles are directed to them 
alify rather than to the estate planner. How- 
wer, there are also some meatier ma- 
> ye. Plerials that cover a rather wide range of 
e tp pubjects including key-man insurance, 
eeks, pouy-sell agreements, settlement options, 
) six and the income concept of estate plan- 
ce of pings. 
vered 
The Proceedings: Conference of Ac- 
tuaries in Public Practice 
18 to Room 455, 1 N. La Salle St., Chicago 2 (311 
e fer pp.; $12.50). 
» are — The table of contents of the tenth an- 
r se fnual edition of “The Proceedings” reads 


somewhat like the minutes of an annual 
tockholders’ meeting except that the 
der of business has been reversed. 
Presented under new business are a 
mmber of essays covering various 
aspects of insurance, pensions, and social 
security. Included among the materials 
m pensions is the transcript of a forum 
which was moderated by Hilary Seal 
and which considered generally the 
problems of pension funds, and papers 
in pension fund growth, compulsory re- 
irement, and cost calculations for pen- 
tion funds subject to adjustment for in- 
lation. 

Next in order is Alfred North White- 
iead’s essay entitled “The Aims of Edu- 
ation,” which was first presented to the 
lathematical Association of England in 
416, and which may be classified as old 
usiness. And carrying the inverted 
der of things to its conclusion, the 
mmittee reports and by-laws of the 


onference are reprinted in the final 
apers of the volume. 
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eld for | GEO. W. DOWRIE, DOUGLAS R. FULLER, 
is cor- | FRANCIS J. CALKINS. John Wiley & Sons, 
. funds Inc., New York 16 (560 pp.; $9.00). 


This revised text is designed to assist 
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the individual in understanding the fac- 
tors which comprise an investment pro- 
gram, with accent upon sound funda- 
mentals. It outlines problems in invest- 
ment, risks, policies of various institu- 
tional entities, as well as a detailed pre- 
sentation of the varying approaches to 
analysis of different classes of invest- 
ment media. Investment policies of trust 
funds, endowments and pension funds 
are likewise touched upon briefly. Not 
the least useful of the book’s features 
is a list of questions and problems fol- 
lowing each chapter, together with sug- 
gested supplementary reading. 
T.L.F. 


The Triumph of Gold 


CHARLES RIST (Translation by Philip Cort- 
ney). Philosophical Library, Inc., 15 E. 40 St., 
New York 16 (258 pp.; $4.00). 

Defenders of gold as a standard store 
of value have been all but overwhelmed 
by advocates of money management in 
the last three decades; here is a trans- 
lation from the French of the late emi- 
nent monetary economist’s defense of 
that medium. Mr. Rist contends that 
money is not alone a means of exchange 
but should likewise conserve purchasing 
power, which assuredly does not appear 
to be the case under the aegis of money 
managers. Whether the reader is pro 
or anti-gold, it is nonetheless fascinating 
to find that the arguments of the latter 
group are not new and have indeed been 
tried and found wanting. 


T.L.F. 


Mr. Tutt at His Best 


ARTHUR TRAIN. Charles Scribner’s Sons, 
New York (357 pp.; $4.50). 


The famous trials of the legendary 
Mr. Tutt, of the firm of Tutt and Tutt, 
have entertained lawyer and layman 
alike since Arthur Train first introduced 
this awe-inspiring character in his short 
stories 40 years ago. A jack-of-all-trades 
type of lawyer, Ephraim Tutt never 
turned a case down. His fellow practi- 
tioners, who on occasion dared not ac- 
cept certain matters lest their profes- 
sional repuation be despoiled, always re- 
ferred these cases to Mr. Tutt, so that 
he became involved in a _ never-ending 
stream of out of the ordinary, peculiar 
cases. 

Mr. Tutt “would work for weeks, with- 
out compensation, to argue the case of 
some guilty rogue before the Court of 
Appeals, in order, as he said, to ‘settle 
the law,’ when his only real object was 
to get the miserable fellow out of jail 
and send him back to his wife and chil- 
dren. He went through life with a 
twinkling eye and a quizzical smile, and 
when he did wrong he did it — if such 
a thing be possible — in a way to make 
people better. He was a dangerous ad- 
versary and judges were afraid of him, 
not because he ever tricked or deceived 


them, but because of the audacity and 
novelty of his arguments, which left 
them floundering. He had the assurance 
that usually comes with age and with a 
lifelong knowledge of human nature, 
yet apparently he had always been pos- 
sessed of it.” (From the Chapter, “The 
Human Element.”’) 

Judge Harold R. Medina became en- 
deared to Mr. Tutt when Arthur Train’s 
stories first appeared in the Saturday 
Evening Post in 1919, and he was a con- 
stant follower of his court room adven- 
tures until Train died in 1945. The 
Judge has selected sixteen of Mr. Tutt’s 
most celebrated cases for inclusion in 
this volume and has introduced the 
stories with a delightful homily on the 
exploits of Mr. Tutt and his creator. 


Management’s Stake in Tax Admin- 
istration 

Tax Institute, Inc., Princeton, N. J. (260 pp.; 

$6.00). 

“When major issues of broad tax pol- 
icy are being actively considered, as they 
now are, there is a real danger that the 
problems of tax administration may be 
slighted.” With this prefacatory state- 
ment, Professor Dan Throop Smith es- 
tablishes the significance of this sym- 
posium, pubiished as the fourth in a 
series entitled “The Impact of Taxation 
on Management Responsibility.” 

The papers presented at the sym- 
posium cover five general areas: income 
tax administration, sales and excise tax 
administration, standards of property 
assessment, management’s interest in 
uniformity in state and local taxes, and 
basic considerations in tax administra- 
tion. Dana Latham, former Commis- 
sioner of Internal Revenue, introduces 
the section dealing with the administra- 
tion of the income tax laws, and the 
substance of the studies presented here 
is the compliance with the withholding 
provisions of Federal, state and local 
statutes and the problems engendered 
by inter-jurisdictional taxing authorities. 
Among the papers of particular interest 
is “Management’s Stake in Tax Moral- 
ity,” written by David Lindsay of the 
Treasury Department. 


Explanation of Social Security Law, 

As Amended in 1961 

Commerce Clearing House, Inc., Chicago and 

New York (160 pp.; $2.00). 

This handy manual explains the social 
security law as amended this year. Giv- 
ing special emphasis to all the new rules 
and benefits, the book as a whole answers 
all questions on the subject, from the 
standpoints of employer, employee, self 
employed and the disabled. 

The 1961 changes are set forth in 
subject-by-subject format for quick 
reference and understanding. New in- 
creases in benefits and payments for men 
of 62, increases in social security tax 
rates, and changes in eligibility rules 
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are discussed in relation to the existing 
pattern of social security legislation. 

Supplementing the text are convenient 
tables and practical examples. A topical 
index makes for easy reference. 


ARTICLES 


Welfare and Pension Plans Disclosure 


ORESON H. CHRISTENSEN. Journal of Ac- 
countancy, August, 1961 (270 Madison Ave., 
New York 16; $.85). 


The requirements of the Welfare and 
Pension Plans Disclosure Act providing 
for the filing of the description of a new 
plan and of annual financial reports 
creates a new area of service and re- 
sponsibility for the independent certi- 
fied public accountant. Since there are 
presently more than half a million plans 
in existence and the bulk of these plans 
have less than 100 participants, the op- 
portunity for service in this area is sub- 
stantial. Some of the problems that 
CPAs are likely to encounter in aiding 
their clients to comply with the law are 
discussed in this article. 


Pour-Over and the Personal Life In- 
surance Trust 


NORWOOD COX. Boston Bar Journal, June 
1961. 


The Supreme Judicial Court of Massa- 
chusetts recently permitted the pour- 
over of estate assets to a _ revocable, 
amendable inter vivos trust, but the 
author questions whether the decision 
authorizes a pour-over to an unfunded 
personal life insurance trust. The author 
briefly summarizes prior decisions in 
that state and discusses the theories up- 
on which a future holding may validate 
or invalidate a pour-over to a life insur- 
ance trust. 


Taxes and Charitable Giving to the 
University 
WILLIAM J. BOWE. Rocky Mountain Law Re- 
view, April, 1961 (1200 University Ave., Boul- 
der, Colorado; annual subscription, $4.00). 
Charitable contributions of private 
donors are increasingly relied upon to 
finance higher education in this country, 
and therefore, this article, which sum- 
marizes the Federal and State tax con- 
sequences of gifts to universities, is of 
special significance. This summary has 
been prepared for the use of attorneys 
in advising clients contemplating inter 
vivos or testamentary gifts to the uni- 
versity of their choice. 


Administration Proposals to Limit 
Foreign Situs Trusts Raise Ques- 
tions 
DAVID ALTMAN and BURTON W. KANTER. 
Journal of Taxation, August, 1961 (147 E. 50th 
St., New York 22, $1.50). 

The unique tax advantages enjoyed by 
the foreign situs trust has made it an 
increasingly more popular tax planning 
tool. However, proposals adopted last 
year by the Senate Finance Commit- 





tee would place certain limitations on 
i 


these tax advantages, and the President’ 


tax recommendations made to Congress 
this year would not only severely re 
strict the usefulness of such trusts, but 
could possibly put an end to their future 
use in tax planning. The authors reyjey 
the proposals of the Committee anq of 
the Administration and discuss some of 
the questions that have been left unan- 
swered. 


Investment of Pension and Profi. 
Sharing Trust Funds in the Employ. 
er’s Business 
Minnesota Law Review, March, 1961 (Minne 
apolis 14; $2.00). 

The infrequent investment of pension, 
and profit-sharing trust funds in th 
business of the employer is undoubtedly 
due, at least in part, to the uncertainty 
surrounding the tax status of trusts et 
gaging in such investments. The autho 
analyzes the restrictions upon such jp. 
vestments — the exclusive benefit rule. 
the prohibited transactions rule, and the 
unrelated business income rule — anj 
considers these restrictions in transx. 
tions involving investment in the en- 
ployer’s stock and debt securities and the 
purchase or leasing of the employer: 
real and personal property. 


Reallocation of Death Taxes Between 
the Federal and State Governments 
RALPH H. DWAN and EARL A. RUTH 
Minnesota Law Review, March, 1961 (Minn- 
apolis 14, $2.00). 

The authors hold that the levy ani 
collection of death taxes should be at- 
ministered solely by the Federal gover- 
ment, and in lieu of state participatio 
in this area, a portion of the proceets 
of the Federal Estate Tax should be a- 
lotted to the states. The Advisory Con- 
mission on Intergovernmental Relations, 
on the other hand, in a recently pub- 
lished report of its studies on the alli- 
cation of death tax revenues between the 
Federal government and_ the states, 
favors a substantial increase in the 
Federal estate tax credit for death taxes 
paid to the states. The details of beh 
approaches and the authors’ commental! 
which they maintain would only emphi- 
size the inefficiencies inherent in a duil 
system of tax collection, are presented 
in this article. 


The Mysterious Non-Terminable 
Terminable Interest and the Mat 
tal Deduction 


Comment, Northwestern University Law Revie#, 
January-February, 1961 (Chicago 11; $1.50): 


Where property has passed under the 
will of a decedent to a surviving spouse 
in fee simple absolute, and the survivilé 
spouse has previously promised the de 
cedent to dispose of the property, aft! 
enjoying it for a number of year's, to 
third parties, the question arises, in * 
spect to the marital deduction, whether 
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the survivor's interest is terminable. 
Contracts between spouses relating to 
jointly owned property and _ reciprocal 
wills are frequently the source of this 
problem. The principal cases that have 
ruled on the matter and the many facets 
of the problem is the subject of this 
comprehensive study. 


Estate Administration Planning 


JUSTUS G. HOLZMAN. Takes, July, 1961 

(4025 W. Peterson Ave., Chicago 46; $1.00). 

The executor’s plan for the admin- 
istration of an estate, if properly con- 
ceived, may achieve, by obviating pro- 
cedures that may be costly from the 
standpoint of taxation, a significant sav- 
ing of taxes. To assist the executor in 
formulating a plan that will achieve this 
end, there are certain statutory rules 
pertaining to fiscal year, joint return, 
and alternate valuation, which allow an 
element of choice to the executor, and 
other rules which come into play auto- 
matically, such as the deduction in re- 
spect of a decedent and distributable net 
income. These rules are briefly sum- 
marized by the author and, by utilizing 
three hypothetical fact situations, their 
application is illustrated under varying 
circumstances. 


“One World” Concept v. Double Es- 
tate Taxes 
H. WILLIAM CALLMANN. Taxes, July 1961 
(4025 W. Peterson Ave., Chicago 46, $1.00). 
The variety of jurisdictional theories 
in effect throughout the world presents 
the possibility that the estate of a de- 
cedent may have to pay a death duty to 
more than one country. In an attempt 
to alleviate this burden, the United 
States has entered into estate tax 
treaties with 12 countries, and provision 
in the Code has been made for credits 
against the Federal estate tax for death 
taxes paid to foreign countries. Still the 
specter of double taxation. remains. The 
purpose of this article is to examine the 


circumstances under which an estate may 
fall prey to conflicting jurisdictional 
bases of taxation. 


Planning for a Very Large Estate 


JOHN S. PENNISH and MAYNARD J. 
JAFFE. Tax Counselor’s Quarterly, June, 1961 
(165 N. Archer Ave., Mundelein, IIl.; annual 
subscription, $15.00). 

This is the third article by these 
authors in which they illustrate the prac- 
tical application of estate planning tech- 
niques to specific factual situations. The 
format of the article is that of a memo- 
randum in which the various procedures 
that may be utilized to lessen the im- 
pact of taxes are discussed. The family 
that is the subject of this analysis is 
comprised of the president of a publicly 
owned growth company who has a $14 
million dollar estate, his wife, whose 
estate is valued in excess of $6 million, 
and three sons, each of which own stock 
of the corporation approximating $5 
million in present market value. After 
stating the objectives of the subject fam- 
ily, the authors analyze the alternative 
approaches to the formulation of an 
adequate estate plan. 


Administrative Trust Audit 


J. ROSS ROTHAERMEL. Auditgram, July, 
1961 (38 S. Dearborn St., Chicago 3; annual 
subscription, $6.00). 

The author, a trust company auditor, 
holds that a good operating system and 
a good audit system go hand-in-hand. He 
maintains that a proper forms control 
is as essential to the efficient functioning 
of the operating system as it is to the 
audit system. Under the system ex- 
amined in this article, both the audit 
and the operating departments examine 
a copy of all trust indentures and wills 
and each prepares a synopsis of the 
powers and duties granted in each in- 
strument and the two synopses are then 
compared by counsel. This operation is 
typical of those described by the author 
in this article. 








Students at Florida Bankers Association Trust School’s 1961 session at U. of Florida in 


Gainesville. 


June 11-17, numbered 58, including 11 women and five out-of-staters. Of the 
year students in 1960, 33 returned for this year. The 1962 dates have been set for 


June 10-15. 
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INHERITANCE 


PENNSYLVANIA’S NEW 
AND ESTATE TAX ACT 


E. C. SHAPLEY HIGHLEY 


Pennsylvania Legal Editor for Trusts anp Estates, Philadelphia 


HE INHERITANCE AND EstaTE Tax 

Act of 1961, signed June 15, 1961 
by Governor Lawrence and effective as 
to decedents dying after December 31, 
1961, is the work of the Joint State 
Government Commission’s Advisory 
Committee on Decedents Estates. The 
draftsmen have attempted to codify 
statute and case law on the subject, but 
there are some totally new provisions 
and the influence of the Federal estate 
tax law and regulation is readily appar- 
ent. The estate tax referred to in the 
title is the so-called slack tax differential 
between the state tax paid and the Fed- 
eral state tax credit. 


The rates are the same — 2% on 
gifts to lineals from grandparents to the 
remotest descendants and 15% to all 
others. Subjects of taxation which are 
new or about which there was some 
doubt are definitely made taxable, such 
as liquor licences, revocable and tenta- 
tive trusts and reversionary interests of 
more than 5%. Charitable gifts, life in- 
surance proceeds, survivorship between 
husband and wife, Social Security and 
Railroad Retirement funeral benefits 
and employment benefits remain ex- 
empt; but the present complicated pro- 
cedure for securing a charitable exemp- 
tion does not appear to be remedied. In 
spite of the Federal influence, there is 
no relief for property previously taxed. 


The postponement of the tax on future 
interests to the time of vesting in enjoy- 
ment is preserved, but the personal 
representative may elect earlier pay- 
ment. The valuation of life interests is 


changed from a 5% basis to a 314% 
basis. 

Bequests for perpetual care of family 
burial lots and for masses are expressly 
recognized as deductions, as are taxes 
of other states. An effort has been made 
to prevent deductions in respect to prop- 
erty not subject to tax, as does the 
Federal law, but loans secured by prop- 
erty not subject to tax are made de- 
ductible. Charitable pledges are made 
deductible if paid by the estate. 


The Secretary of Revenue is required 
to determine the tax within a specified 
time after the return is filed, and if 
not so determined, it shall be determined 
within such further period as the Court 
may fix. This is new. 


Another new section requires the tax 
on legacies to be paid from the residue 
unless there is a contrary intent in the 
will, with the responsibility for the pay- 
ment on the personal representative, and 
if he fails to pay, then the transferee of 
the residue must pay. The tax on life 
estates is to be paid from the principal 
supporting the life estate, a much needed 
change, for a life tenant in the 15% 
bracket could wait three to four years 
while his income was used to pay the 
tax on his life interest and at the same 
time be obliged to pay income tax on 
the income he did not receive. 


A loophole plugging provision has 
been inserted requiring banks to report 
the death of a party to a tentative trust 
account. Heretofore, the banks had been 
required to report only the death of a 
joint depositor, with the result that the 
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tentative trust accounts were seldom 
reported by taxpayers. No reporting j 
required for accounts under $300, _ 


The limit for the presumption of eo, 
templation of death had been increased 
from one year to two years prior ty 
death. 


The lien of the tax on real estate ; 
preserved for twenty years instead ¢ 
five. Provision is made for release }y 
entering a bond, by payment of the ta 
on the property to be released or by, 
determination by the Secretary of Re. 
enue that the tax is sufficiently secure) 
by other property of the estate. An aj. 
ministrator or a corporate fiduciary cay 
sell or exchange property clear of th 
lien, but an individual executor cannot 
Waivers are to be required for the trans. 
fer of registered bonds of Pennsylvania 
corporations, which is new, as well x 
stocks. 


Taxpayers disputing the tax determin 
ations of the Secretary may, within six 
ty days, protest to the Department o 
Revenue, elect to have the matter dete: 
mined at the audit of the personal repr. 
sentative’s account or appeal to th 
Court to have the matter determined 
the audit of the personal representative’ 
account. No bond is required. The out 
come of the protest to the Departmen 
may be appealed to the Court within 
sixty days. 


The most controversial Article of the 
Act is the last one which freezes sal 
deposit boxes of decedents. The Ac 
failed of passage several times becaus 
of this provision and at one point in the 
legislative mill, it was deleted. It refer 
to safe deposit boxes in Pennsylvani 
in the name of decedent alone or wilt 
others. It does not, apparently, affec 
boxes on which the decedent was deputy, 
but does affect business houses, in which 
the decedent was a partner, such # 
brokerage firms. The Act permits a 
officer of the bank where the box } 
located to attend in place of a rept 
sentative of the Department of Revenue, 
the first opening of the box and direct 
him to make an inventory of the cor 
tents, but does not say what he is to 
with it. Thereafter the personal rept 
sentative or surviving joint renter ma) 
have access without further restriction 
A business firm may file a certifical? 
under oath stating that the firm bo 
contains no personal assets of the patt 
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ESTATE TAX 


Trust corpus includible in estate where 
transfer made for insufficient considera- 
tion. Decedent created irrevocable trust, 
reserving to herself three-fifths of in- 
come therefrom for life. Remainder of 
trust was to pass to her two children, 
who were beneficiaries of other two-fifths 
of income. At age seventy-eight, while 
enjoying relatively good health, and 
upon advice of counsel, she sold her life 
interest to her son in a binding arm’s 
length transaction for price in excess of 
actuarial value of retained interest. She 
died eight months after transfer. Com- 
missioner determined that three-fifths of 
corpus, less price paid for life interest, 
was includible in decedent’s estate on 
grounds that transfer was made in con- 
templation of death, and sale was not for 
adequate and full consideration. 


HELD: For Commissioner. Although 
transfer was in contemplation of death, 
it was made for adequate and full con- 
sideration. However, fact that such con- 
sideration was paid for transfer of re- 
tained life interest is immaterial. To re- 
move property from gross estate, there 
must be full and adequate consideration 
paid for interest which otherwise would 
be includible in gross estate. Three-fifths 
of trust corpus less purchase price of life 
estate was thus includible in estate. U. S. 
v.C. Allen, Exr., 10th Cir., July 26, 1961. 


Joint interests transferred with life 
estates retained not includible in estate. 
Decedent and his wife conveyed prop- 
erty held by them as tenants by the en- 
tirety to their children, reserving to 
themselves, or survivor of them, life es- 
tate in properties. Entire purchase price 
of properties was originally furnished 
by decedent alone. Under Section 2040 of 
1954 Code, full value of jointly-held in- 
lerests is includible in estate where 
‘ntire consideration was furnished by 
decedent. Commissioner included in de- 
cedent’s estate full value of all proper- 
es less value of life estate of widow in 
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ne-half interest, on ground that dece- 
dent retained full control of property as 
ell as right to all benefits, and income 
Tom property for period not ascertain- 
ible without reference to his death. 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


HELD: For estate. After conveyances, 
tenancies by the entirety were destroyed, 
and at death no joint interest in prop- 
erty existed to which Section 2040 could 
apply. Only one-half of property held by 
entireties is includible in estate. H. 
Glaser, Jr., Admr. v. U. S., D.C.N.D. Ind., 
July 20, 1961. 


State court’s determination of widow’s 
marital rights binding on Federal court. 
Under decedent’s will, life interest in 
two-thirds of his residuary estate was 
left in trust for his widow. She was also 
given absolute power to appoint trust 
property to herself during her lifetime 
or by her will. Trustee could invade 
principal for widow’s support. In event 
wife predeceased husband, or died prior 
to time trust was set up for her benefit, 
trust was to be set up for benefit of 
daughter instead. Commissioner disal- 
lowed marital deduction for wife’s inter- 
est on ground that her interest was 
terminable, since it could terminate or 
fail in event of her death prior to time 
trust was set up. Thereafter, New York 
state proceeding was instituted in which 
New York State Tax Commission ap- 
peared. State court determined that wi- 
dow as life tenant also received power 
to appoint to herself or to her estate 
alone and in all events so as to qualify 
under New York law for marital deduc- 
tion. 


HELD: For estate. New York marital 
deduction provisions are substantially 
similar to Federal statute. Since prop- 
erty rights were determined in adverse 
proceeding under statute similar to 
Federal, decision is controlling for Fed- 
eral tax purposes. Est. of F. L. Dake, v. 
U. S., D.C. W.D. N.Y., July 31, 1961. 


Marital deduction reduced by charge 
for administration expenses. Decedent 
bequeathed various household personalty 
and 25 per cent of his residuary estate 
to his wife. Although will provided that 
no charge be made against widow’s share 
for any part of estate taxes, no pro- 
vision was made for source of payment 
of administration and other expenses. 
They were made from income of estate. 
In making determination of value of 


marital deduction, executors did not 
charge residuary estate with administra- 
tion expenses. Commissioner made such 
charge, thereby reducing marital deduc- 
tion, and increasing amount of estate 
taxes due. 


HELD: For Commissioner. Under lo- 
cal Florida law, in absence of provision 
in will to contrary, administration ex- 
penses are charges against residuary es- 
tate. Executors contended that income of 
estate was proper fund to be charged. 
Marital deduction, however, is value 
which passed from decedent to spouse. 
It is net value after charges, even though 
such charges are met from source other 
than property itself. EH. P. Ballantine, 
Exr. v. Tomlinson, 5th Cir., July 20, 
1961. 


INCOME TAX 


Deduction for reserve for expenses 
denied estate. Testator, who died in 1942, 
directed that his residuary estate be 
placed in trust as soon as practical, with 
net income therefrom to be paid to his 
two children. There was no showing that 
residuary estate had ever been placed in 
trust. In 1954, estate retained balance 
of net income as reserve, because it was 
still in process of administration, and 
certain amounts, including income taxes, 
remained to be paid. Commissioner 
charged beneficiaries with income in 
amount of reserve. 


HELD: For Commissioner. Net in- 
come of estate was in fact trust income 
and should have been distributed. More- 
over, fiduciary return was filed on cash 
basis, and it was not required that re- 
serve be maintained for expenses which 
would not be due until following year. 
Alabama-Georgia Syrup Co., et al. v. 
Comm., 36 T.C. No. 76, July 31, 1961. 


Determination whether administration 
of estate is unduly prolonged is question 
of fact for jury. Decedent died in 1953. 
Subsequent to his death, income tax defi- 
ciency was asserted against joint return 
filed by surviving spouse for 1953. Tax 
was paid, and suit for refund instituted. 
Throughout pendency of suit, estate was 
kept open, it being finally closed in 1958. 
In 1956 and 1957, securities owned by 
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decedent produced substantial income, 
which was reported on fiduciary return. 
Commissioner charged widow with fidu- 
ciary income, on ground that some of 
receipts were commingled with her funds 
in common bank account, and estate had 
been unduly prolonged during which time 
she had complete control of assets. 


HELD: For estate. Whether estate 
has been unduly prolonged is not ques- 
tion of law but question of fact for jury. 
Jury here found for taxpayer, and Com- 
missioner’s motion for directed verdict 
was denied. McCauley v. U. S., D.C.E.D. 
Ark., May 5, 1961. 


Closing of estate effects cancellation 
of deceased’s debts. Decedent’s estate 
consisted primarily of stock in corpora- 
tion to which he was indebted in sub- 
stantial amount. Claim was filed against 
estate, but it was never paid. Estate was 
terminated upon order of court, and half 
of stock was directed to be distributed 
to testator’s daughter, with approval of 
her offer to accept redemption of stock 
by corporation. Other half of stock was 
directed to be distributed to testator’s 
son, subject to debt. Commissioner as- 
serted that price at which daughter’s 
stock was redeemed was book value less 
one-half of debt owed by estate, and that 
closing of estate was in fact cancellation 
of debt, resulting in income to estate. 


HELD: For Commissioner. Since stock 
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owned by estate was sufficient to pay 
debt, treatment of debt by corporation 
and all interested parties was, in effect, 
agreement by corporation, through its 
stockholders, to cancel debt. Although 
son took stock subject to debt, he was 
nct personally liable for debt, and corpo- 
ration, being owned directly or indirectly 
by son, would not enforce payment. 
Moreover, corporation at all times had 
sufficient earned surplus to declare divi- 
dend to pay debt. Closing of estate thus 
resulted in income to estate, and one- 
half thereof was distributed or distribu- 
table to son, since amount in excess 
thereof was distributed to him from 
estate. Alabama-Georgia Syrup Co. et al. 
v. Comm., supra. 


Sale of annuity contract before ma- 
turity results in ordinary income. Tax- 
payer was owner of two annuity policies. 
Cash surrender values of policies ex- 
ceeded total of premiums paid by some 
eight thousand dollars on one, and four 
thousand dollars on other. This situation 
had come about principally because of 
interest provisions in contracts. Taxpay- 
er sold both policies for approximately 
their cash surrender value on date of 
sale. Commissioner determined that ex- 
cess of proceeds of sale over total pre- 
miums paid constituted ordinary income. 

HELD: For Commissioner. Upon sur- 
render of policies, or receipt of annuity 
payments after maturity, gain would 
have been subject to ordinary income. 
Even though there was bona fide sale 
of entire income producing asset, tax- 
payer, Court held, may not convert what 
would ordinarily be ordinary income into 
capital gain. Excess proceeds constitute 
ordinary income. Roff v. Comm., 36 T.C. 
No. 80, Aug. 10, 1961. 


GIFT TAX 


Consideration to be given both assets 
and earnings in valuation of closely held 
stock. Donor was sole owner of corpo- 
ration. She gave 155 shares of stock to 
her daughter and 149 shares to her son. 
Corporation was realty company, hold- 
ing seven apartments. Commissioner val- 
ued stock for gift tax purposes on basis 
of underlying assets, namely $423 per 
share. Donor arrived at substantially 
lower value of $100 per share based on 
earnings. 

HELD: No one element alone is to be 
considered determinative of value of 
closely held stock. Commissioner’s value 
failed to take into account age and sub- 
standard condition of properties, which 
gave rise to high expenses. Considering 
both asset value and earnings, Court 
concluded value was $250 per share. C. 
Waterman v. Comm., T.C. Memo. 1961- 
225, Aug. 10, 1961. 


REVENUE RULINGS 


Income Tax: Reimbursement by em- 





ployer to employee for hospital and medi. 
cal insurance premiums held excludibl. 
from income. Employer pays Share of 
premiums for hospital and medical jp. 
surance for his employees. Premium is 
paid directly to insurance company for 
those covered under group policy with 
company. For those employees not Coy. 
ered by group policy, but who have hos. 
pital and medical insurance for which 
they pay premiums, employer pays part 
of this premium. To facilitate such pay- 
ment, employer reimburses employee 
upon proof of payment, or issues chec 
payable to insurance company or jointly 
to employee and insurance company, 


Service rules that payments constitut 
payment of premiums or portions ¢ 
premiums on policies of accident » 
health insurance covering one or mor 
employees within meaning of Section 
1.106-1 of Income Tax Regulations, anj 
are, therefore, excludible from gros 
income of employees. Service distingy. 
ished earlier ruling to contrary wher 
employer did not have own plan, ani 
there was no accounting that funds wer 
expended for insurance coverage. Rey, 
Rul. 61-146, I.R.B. 1961-32, 8. 


Income Tax: Retirement income credit 
not reduced by proceeds of United States 
Government Life Insurance. Taxpayer, 
over 65 years of age, is beneficiary 0 
United States Government Life Insuw- 
ance policy. Settlement was to be mate 
in 180 equal monthly installments. Un 
der Section 37 of 1954 Code, individual 
who has retirement income is entitled ti 
credit against tax. For purposes of de 
termining this credit, amount of retire 
ment income is limited to $1,200, les, 
among other items, any amount receivel 
as pension or annuity which is otherwis 
excluded from gross income. Question ! 
raised whether for purposes of comput 
ing credit, retirement income must lé 
reduced by proceeds of United State 
Government Life Insurance. 


Service rules that under Section 37(¢) 
of 1954 Code, reduction in retirement it- 
come shall not apply “to any amount e& 
cluded from gross income under Sectio! 
101 (relating to life insurance Pt 
ceeds).” Since proceeds received by 
dow are excludable from gross incotl 
under Section 101 of 1954 Code, retire 
ment income credit need not be reduce! 
by such proceeds. Rev. Rul. 61-141, LR3 
1961-31, 4. 


A A A 


e The jurisdiction to remove a test 
mentary trustee is in equity and does 
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not come within the limited jurisdictio 
conferred upon the Superior Court st 
ting in probate. Estate of Schloss, it 
A.C. 288 (Cal. Sup. Ct.). 
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ployee: | BAR RELATIONS — Will Provision Di- 

check} recting Selection of Attorney Not 

jointly | + Binding on Executor 

NE Minnesota—Supreme Court 

stitute State ex rel. Seifert v. Smith, 110 N.W. 2d 

ns gf} 159 

nt orf Decedent’s will directed his executors 

mor #to employ a certain firm of attorneys 

‘ection | in the probate of his estate. The evidence 

s, ani {showed that the employment of the 

grog fnamed attorneys was indeed the de- 

tingy. f cedent’s wish. Both the probate and dis- 
wher § trict courts refused to direct the repre- 

n, ani § sentatives of the decedent’s estate to 

s wer | employ the named attorneys. 

. Re, { HELD: Affirmed. The designation of 
attorneys in decedent’s will is not manda- 
tory upon the executor. The basic re- 
sponsibility for the administration of 

credit § decedent’s estate lies with his personal 

States f representative rather than with the 

cpayer, | representative’s attorney. Accordingly, it 

ary of }i8s necessary that the representative be 

Insur- | Permitted to select the attorney whose 

> made § advice he wishes to follow. A confidential 

s. Un §telationship between the representative 

vidual § 20d attorney is essential, and, therefore, 

‘tled ty $2 accordance with the majority rule, the 

of de § Curt is precluded from interfering even 

retire § °° Carry out the decedent’s wishes. 

0, less, 

eceivei § CLAIMS — United States Tax Court 

herwis | Judgments are Res Adjudicata as 

stion is to Claims Against Estate 

omput: Michigan—Supreme Court 

ust le In re Bizanes Estate, 363 Mich. 396. 

States as 

The Commissioner of Internal Revenue 
determined that there were deficiencies 

n 3i(¢) fin the Federal income tax of Peter Bi- 

nent ll #zanes, In his lifetime the taxpayer peti- 

unt ei tioned the Tax Court of the United 

Sectio! {States for a redetermination of these 

se pre deficiencies, but before the hearing there- 

by Won taxpayer died, and his widow, as the 
incom Fexecutrix and sole beneficiary of his will, 

, retiit fas substituted as the petitioner in the 

reducel Proceeding’ and compromise consent de- 

1, IRB Bcisions were entered pursuant to signed 
stipulations. These decisions were not 
appealed nor were they in any way 
Vacated or set aside. 

Shortly thereafter the Commissioner 

, teste Jf Internal Revenue duly assessed the 

nd doe deficiency taxes against the decedent’s 

isdictia f*State and filed with the Probate Court, 
vurt sit!" Which the decedent’s estate was being 

Joss, 5 Administered, a motion that the estate be 


Estat 









"opened to claims to permit the claim- 
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ant to file tardy claims based on the Tax 
Court decisions. The Court granted the 
motion to reop2n the estate to claims 
but instead of limiting the time for the 
claimant to present his claims to a pe- 
riod “not exceeding one month,” the 
Court by inadvertance allowed the claim- 
ant a period of five weeks within which 
to present such claims. No objection was 
made to such Court order by the execu- 
trix, but on the contrary the executrix 
appeared and actively contested the 
claims on the principal ground that the 
decedent’s estate cannot be bound by the 
executrix’s stipulations consenting to the 
allowance of the tax claims but on the 
contrary claims against an estate must 
be proved on their merits before referees 
on claims appointed by the Court, or be- 
fore the Court itself. The trial court re- 
versed the Probate Court and allowed the 
claims. 

HELD: Affirmed. The Tax Court of 
the United States did not lose jurisdic- 
tion of the parties and the subject matter 
upon the death of the litigant, for the 
fiduciary of his estate, who was substi- 
tuted in the proceedings, acts in his place 
and stead. Judgments of the Tax Court 
of the United States are res adjudicata 
of the specific tax claims subject to its 
jurisdiction. Whatever the basis for the 
decision of the Tax Court on the tax 
liability may have been or the support- 
ing proofs relied upon, whether by stip- 
ulation or otherwise, that decision and 
judgment are not subject to collateral 
attack. Although the Court failed to 
limit the time for the presentation of 
the tardy claims to a one month period 
or less, as specified by statute, neverthe- 
less since no objection was made to such 
procedure by the executrix and she ap- 
peared in the cause and actively con- 
tested the claim, such objections as the 
executrix may have had are considered 
waived. 


CLAIMS — State’s Bill for Care of De- 


ceased Incompetent Must Be Time- 
ly Filed 
Wyoming—Supreme Court 

State of Wyoming ex rel, State Board of Chari- 

ties & Reform v. Bower, 362 P. 2d 814. 

From her committal on August 5, 
1918, until her demise on June 3, 1957, 
decedent had been a “state patient” in 
the Wyoming State Hospital. A Mr. 


Bower was discharged as her guardian 


> 






on March 27, 1958. This same Mr. Bower 
was appointed administrator of the de- 
cedent’s estate on January 21, 1959, and 
duly caused the statutory six-month 
notice to creditors to be published. Over 
three months after the six-month period 
for presentation of creditors’ claims had 
expired, the State of Wyoming filed a 
claim for reimbursement of its costs in 
caring for Mrs. Wilkinson at the State 
Hospital prior to her demise. The ap- 
plicable statute (Wyoming Statutes, 
1957, §2-219) provides: “Any claim not 
so filed or exhibited [within the six- 
month period] shall be barred.” 


The State contended that a “Creditor’s 
Claim” filed by it July 19, 1957 with the 
clerk of the court in the guardianship 
matter constituted a sufficient claim 
against the estate because the guardian 
and the administrator were the same 
person. The State also contended that 
to bar the claim would violate Art. 3, 
§40 of the Wyoming Constitution which 
provides in part that “. . . no obligation 

. . of any person ... owned by the 
state ... shall ever ... be extinguished, 
except by payment thereof into the 
proper treasury.” 


HELD: Affirmed. The statute fixing 
the six-month period for presentation 
of claims of creditors is to be strictly 
construed. It contains no exception for 
claims of the State. The “Creditor’s 
Claim” filed with the court in the guar- 
dianship matter more than six months 
before letters of administration issued 
in the probate matter does not constitute 
a timely, valid claim in the probate 
proceeding notwithstanding the coinci- 
. dent identity of the guardian and the ad- 
ministrator. 


Barring the State’s claim for reim- 
bursement for care of an insane person 
does not violate the Constitution because 
its claim was authorized by a statute 
enacted in 1929 and must, therefore, be 
deemed to be subject to the limitations 
of the then extant statute requiring 
claims of creditors to be presented within 
six months. 


DISTRIBUTION — Legatee of Split 
Stock Receives Additional Shares 


California—District Court of Appeal 

Estate of Helfman, 193 A.C.A. 704 (July 10, 

1961). 

When Helfman made his will he owned 
23,614 shares of stock in Parke, Davis 
and Company. On that date he made the 
last codicil to his will. By the will and 
codicils he bequeathed 1,980 shares of 
Parke, Davis and Company to some 12 
legatees. Included in these bequests was 
one of 300 shares to the appellant, Elsie 
Cross. Testator died February 24, 1959. 
On November 12, 1958, Parke, Davis and 
Company ordered a stock split of three 
for one, accomplishing this result by 
issuing to each stockholder of record on 
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October 24, 1958, two additional shares. 
Testator’s original 23,614 shares became 
through this process 70,842. The question 
was whether appellant should be awarded 
300 or 900 shares. The Probate Court 
ruled 300. 


HELD: Reversed. Appellant was en- 
titled to 900 shares on the ground that 
this was a specific bequest not adeemed 
by merely a change of form. Noting that 
the case is one of first impression in 
California, the court states that the ma- 
jority rule in the case of stock splits is 
that the total number of shares repre- 
sented by the shares named in the will 
is ordinarily distributed to the legatee 
named. 


DISTRIBUTION — Legatees of Split 
Stock Receive Additional Shares 


Missouri—Supreme Court, Div. No. 2 

Shriners Hospitals for Crippled Children v. 

Emrie et al., 347 S.W. 2d 198. 

When testatrix executed her will in 
1954 she owned 10,258 shares of common 
stock of Ralston Purina Company, which 
stock had a par value of $25 per share. 
In 1957 Ralston increased its authorized 
shares from 1,600,000 to 8,000,000, and 
at the same time changed the par value 
to $5.00 per share. A five-for-one stock 
split was declared, and testatrix received 
40,820 additional shares, making a total 
of 51,025 shares, which she owned at 
the time of her death in 1958. 

In the third clause of her will testa- 
trix made 40 separate bequests of a 
stated number of shares of the common 
stock of Ralston to named individuals. 
In the fourth clause she made bequests 
of a stated number of shares to six dif- 
ferent organizations. The bequests under 
these two paragraphs totalled 4,190 
shares. 

Following that, the residuary clause 
of the will bequeathed the balance of 
the estate in equal shares to fifteen 
named persons, each of whom had been 
designated in the third clause of the 
will to receive a stated number of shares 
of Ralston common stock. 

Following the death of the testatrix, 
the Shriners Hospital, a legatee under 
the fourth clause of the will, brought a 
declaratory judgment suit. The trial 
court held that the legatees were en- 
titled to receive five times the number 
of shares specified in the will. The resid- 
uary legatees appealed. 

HELD: Affirmed. The result hinged 
upon a determination of whether the be- 
quests in the third and fourth clauses 
were specific or general bequests. If they 
were specific, then the law is well settled 
that additional shares acquired by rea- 
son of a stock split passed under a speci- 
fic bequest of the original shares. His- 
torically, the courts have looked with 
some disfavor on specific legacies, and 
as a general rule have held that gifts of 
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securities in the form of corporate stock 
or bonds are general bequests. In Mis- 
souri the issue is decided upon the par- 
ticular facts of each case as to whether 
an intention to make a specific bequest 
is shown. 


In concluding that the testatrix in- 
tended specific bequests, the court took 
into consideration the following: that the 
Ralston stock constituted 86% of testa- 
trix’s estate and 87% of all the personal 
property in the estate; that the testatrix 
made a calculated and planned disposi- 
tion of her entire estate, the majority of 
which consisted of the Ralston stock; 
that the testatrix owned sufficient stock 
at the time of making the will to satisfy 
all the bequests of stock; that the testa- 
trix had made specific bequests to some 
of the same people who were made lega- 
tees of the stock; that testatrix provided 
that all inheritance, estate, transfer or 
succession taxes assessed against her 
estate or against any gift or bequest 
should be paid out of the residuary es- 
tate. The most important indications of 
an intention to make specific bequests 
were the tax clause and the fact that the 
residuary legatees were some of the 
same persons who had been bequeathed 
a stated number of shares of the stock. 


DISTRIBUTIONS — Natural Child of 
Adopted Adult Inherits as Grand- 
child 


Indiana—Appellate Court 
Adams v. Slater, 175 N.E. 2d 706. 


On January 27, 1949, Frances M. and 
Anna Bell Rinard, husband and wife, 
adopted the 26 year old daughter of 
Anna’s deceased sister. On May 13, 1956, 
the adopted daughter died leaving as sur- 
vivors her husband, her daughter Diane, 
and her adopting mother. On March 4, 
1958, the adopting mother died, leaving 


several brothers and sisters, children ¢ 
deceased brothers and sisters and Dian. 
the natural daughter of her adopted 
daughter, as survivors. 

This action was commenced by a pet: 
tion to determine heirship filed by th 
administrator of the estate of Am 
Rinard. Subsequently, Diane’s guardian 
filed a petition asking that the cour 
determine Diane to the sole heir of th 
deceased. 

HELD: The natural child of an adop- 
ed adult is an heir of the adoptix 
mother in the relation of a grandchili 
The Indiana Probate Code, pertaining ti 
the right of an adopted adult to inherit 
from adopting parents, reads “. . . except 
that he shall in addition be entitled 
inherit as a child from the adopting pa 
ent or parents.” The definition of “chilt’ 
as found in the Probate Code includs 
all adopted children, regardless of ag 
at the time of adoption. An adopted adil 
will inherit from his adopting parent 
“as a child” having the same rights 8 
other children of the adoptive group. I 
the adopted adult child is to be given tl 
same rights afforded all adopted childre, 
regardless at what age the adoption toi 
place, with respect to the adopting pa 
ent, then the natural child of the ¢ 
ceased adopted adult child ought to a 
vance to that position formerly held )y 
his parent. 


DISTRIBUTION — Renunciation of Lit 
Estate Held Timely 


New Hampshire—Supreme Court 
Coleman v. Burns, 171 A. 2d 33. 


Plaintiff sought possession of real & 
tate claimed by the defendant as truste! 
under the will of plaintiff’s sister. Plait 
tiff claimed the property as the ls 
surviving child of one John Colemél 
the first holder of a life estate in’ 
series of life estates down to the survi" 
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plaintiff as remainderman. Plaintiff 
claimed that his sister never held any 
greater estate than that for life. De- 
fendant asserted she obtained the fee 
divested of any limitations by reason of 
her purchase at tax sales, by her re- 
runciation of her life estate, and by 
her conduct relating to the property 
with consent and acquiescence from the 
plaintiff implied by his conduct. The is- 
sue presented was whether there was 
evidence to support the lower court de- 
cision that the sister effectively re- 
nounced her life interest in expectancy 
in the premises and thereafter acquired 
a valid title as against the plaintiff. 

HELD: Affirmed. A devisee’s renun- 
ciation of her life estate interest prior 
to termination of her brother’s existing 
life estate, and before her right to pos- 
session arose, Was renunciation within a 
reasonable time. The brother was 
estopped from asserting his claim as a 
subsequent devisee of a life interest 
where the acquisition of the fee by his 
sister was made with his knowledge and 
without objection. 


FIDUCIARIES — Removal of Trustee 
without Notice and Opportunity to 
be Heard Constitutes Error 


New Jersey—Supreme Court 
In re Meyer’s Estate, 171 A. 2d 305. 


Life beneficiary under testamentary 
trust instituted proceedings seeking re- 
moval of one of two trustees appointed 
to administer trust. Complaint did not 
seek removal of other trustee, and in 
fact, acquiesced in his continuance by 
asking that assets and all pertinent 
papers and records of trust be turned 
over to him. Other trustee was not made 
party to proceeding and no process was 
served upon him. Trial Court on its own 
motion removed this trustee also. Plain- 
tiff beneficiary appealed. 

HELD: For plaintiff. There was no 
justification for removal of trustee with- 
out notice to him and opportunity to be 
heard. Order of removal was reversed 


and matter remanded for further pro- 
ceedings. 


JurisbicTIion — Probate Court has 
no Jurisdiction over Suit for Fee by 


Attorney against Administrators of 
Estate 


Georgia—Court of Appeals 

Cromer et al., Admrs. v. Chambers, No. 38917, 

decided July 7, 1961. 

An attorney, who had been discharged 
by his employers, the administrators of 
an estate, and who had received a partial 
Payment of his fee, filed a petition in the 
court of ordinary (the probate court) 
Praying for additional compensation for 
the services which he had rendered prior 
to his discharge. The petition prayed for 
a1 order from the court of ordinary 
gtanting the attorney such additional 
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compensation as the court deemed equit- 
able. After a hearing the ordinary passed 
an order allowing the petitioner an addi- 
tional sum for his services to the estate 
and directing that the administrators pay 
the sum to him at once. 

The administrators filed an appeal to 
the superior court; and they subsequent- 
ly filed a motion to dismiss the plaintiff’s 
petition on the grounds that the petition 
set out no cause of action against them 
and that the court of ordinary was 
without jurisdiction to award or assess 
compensation for the petitioner in the 
matter. The motion to dismiss was over- 
ruled and the administrators appealed. 

HELD: Reversed. A court of ordinary 
is without jurisdiction to assess and 
award attorney’s fees to an attorney 
representing an estate in an action 
brought by the attorney for that pur- 
pose in the court of ordinary. By statute 
an administrator is authorized to provide 
for his estate competent legal counsel 
and to pay the reasonable value of his 
services. But such an arrangement is no 
more than a contract for the furnishing 
to the administrator of any goods or 
services. The claim must be sued out in 
a court having jurisdiction of a suit on 
a contract. The court of ordinary does 
not have such jurisdiction. 


LIFE TENANT & REMAINDERMAN — 
Capital Gains Tax Wholly Allocable 
to Principal Although Income Bene- 
ficiaries Received Stock Dividends 


New York—Surrogate’s Court, New York Co. 
Estate of Beatrice v. Simmons, N.Y.L.J. Aug. 
25, 1961. 

The will of Beatrice Simmons directed 
that all dividends paid in the stock of 
the declaring company and received by 
her testamentary trustees be treated as 
income in the trust and distributed as 
such. The trustees received one 100% 
stock dividend and transferred the shares 
to the income beneficiary. The shares of 
the declaring company remaining in 
principal were later sold and the princi- 
pal account received less than the cost 
to it of the original shares. A capital 


gains tax was due, however, because the 
tax basis of the shares had been re- 
duced by the stock dividend. 

The special guardian for infants in- 
terested only in principal of the fund 
argued on the trustees’ accounting that 
the capital gains tax should be allocated 
in part to the income account because it 
alone gained by these transactions. 

HELD: The capital gains tax was 
wholly allocable to principal. Any at- 
tempt to make an allocation of the capi- 
tal gains tax between principal and in- 
come, however logical it might seem, 
would unduly complicate the administra- 
tion of the trust. It would be impractical 
to formulate a rule for allocation which 
would be fair to all beneficiaries without 
being unduly complicated. A system of 
reserving for possible future capital 
gains tax would not be fair because, for 
example, the stock might not be sold or 
capital gains rates might change. Fur- 
ther, the will provides that the income 
beneficiary should receive stock dividends. 
To withhold from the income beneficiary 
any part of such dividends against the 
possibility of future tax liability would 
be to withhold from her property which 
the testator directed she should enjoy. 


LIFE TENANT & REMAINDERMAN — 
Principal and Income Act Constitu- 
tionally Retroactive 


Pennsylvania—Supreme Court 
Catherwood Trust, 405 Pa. 61. 


This was an inter vivos trust estab- 
lished in 1924 by the transfer of 1,896 
shares of American Gas and Electric 
stock to the trustee. At that time the 
book value on the corporation’s books was 
$11.76 a share and the market and carry- 
ing value in the trustee’s accounts was 
$71.77 a share. In 1948, 200 shares were 
sold for $39 a share, a gain over book 
value but a loss on carrying value. Be- 
tween 1951 and 1957 stock dividends of 
5% or less were received by the trustee. 
In 1956 the stock was split 1% for 1 
which was funded on the corporate books 
62% from earned surplus and 38% from 
capital surplus. 
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On the question of apportioning part 
of the proceeds of these three events, 
the lower Court held that there should 
be no apportionment of the proceeds of 
the sale of the 200 shares or of the stock 
received in the split, but the small stock 
dividends should be apportioned. The 
income beneficiaries appealed. 

HELD: Affirmed as to the proceeds of 
sale and the stock split and reversed as 
to the small stock dividends. If a total 
stock distribution does not exceed 6% 
per year of the corporation’s outstand- 
ing shares, no apportionment need be 
made and such stock should be treated 
as income. 

The Court took the occasion to over- 
rule Crawford Estate, 362 Pa. 458, and 
Pew Estate, 362 Pa. 468, which held 
that the retroactive provisions of the 
Uniform Principal and Income Acts of 
1945 and 1947 were unconstitutional. The 
latter act now becomes applicable to all 
trusts whether established before or af- 
ter enactment. Since the act adopts the 
Massachusetts rule — all cash dividends 
to income and all stock dividends to 
principal — the equitable apportionment 
that the Courts of Pennsylvania have 
struggled with for over 100 years is 
abolished. The Court said prior appor- 
tionments were not to be disturbed but 
directed that in all audits pending as of 
July 26, 1961 and henceforth, the Uni- 
form Principal and Income Act should 
apply. 


LIFE TENANT & REMAINDERMAN — 
Stock Dividend Rule Changed by 
Uniform Act Prospectively 


Vermont—Supreme Court 


In re Estate of William H. Valiquette, not yet 
reported. 


During the life of the life tenant of a 
trust estate twenty shares of stock from 
July 18, 1919 through Nov. 30, 1959, by 
reason of purchases, stock splits and 
stock dividends increased to a total of 
3,742 shares. The question for deter- 
mination was whether shares received 
as stock dividends constitute corpus or 
income. If income then the remaindermen 
were entitled only to the original corpus. 


This issue brought up the case of In re 
Heaton’s Estate, 89 Vt. 550, in which 
it had been held that stock dividends 
were income — the so-called Pennsyl- 
vania rule. The appellees urged that in 
accordance with the trend of the more 
recent cases in other jurisdictions all 
stock distributions constitute corpus — 
the so-called Massachusetts rule. 

The testator died in 1918. His will was 
dated May 38, 1911, with a codicil dated 
Dec. 24, 1912. In re Heaton’s Estate was 
decided in 1915. The life tenant died 
March 17, 1959. The Uniform Principal 
and Income Act was enacted in 1957 in 
this state. The first stock dividends were 
declared in 1948. The last, as such, were 
declared in 1956. In addition, in 1959 a 
“stock distribution of ‘one-for-one’ to 
stockholders of record as of March 9, 
1959.” 

HELD: All stock dividends prior to 
the last one listed (March 9, 1959) were 
income. The distribution made March 9, 
1959 was corpus since it appeared that 
it was made out of capital surplus rather 
than earned surplus. The Uniform Prin- 
cipal and Income Act nullified the ef- 
fect of In Re Heaton’s Estate which hold- 
ing was no longer sound in view of the 
developments in corporate operations. 
However, in view of the effective date of 
the Uniform Act (July 1, 1957) no re- 
troactive quality could be given to it. 
Thus up to that time trustees had a 
right to rely upon the law as it was up 
to that time as declared in In Re 
Heaton’s Estate. Thus, In Re Heaton is 
on its way out for it is applicable only 
to trust estates in being up to July 1, 
1957. 


LIVING Trusts — “Pour Over” from 
Will to Amended Trust is Valid — 
Fact of Independent Significance 


Maine—Supreme Judicial Court 


Canal National Bank vy. Chapman, 171 A. 2d 
919 (June 9, 1961). 


The contested provision of the will 
read as follows: 


“Sixth: I hereby give, bequeath and 
devise all and any other rights and credits, 
cash on hand, monies in banks or on 
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deposit, any notes, obligations and secy,; 
ties of any and all kinds to The Canal 
National Bank of Portland as well as any 
shares in any loan and building associa 
tions, the same to be added to and Made 
a part of the Trust Fund created by me 
under a Trust Agreement with said Bank 
dated August 24, 1934, as well as any 
Supplemental Agreement or amendments 
thereof, in which Agreement provisions are 
made for additions to said fund.” 


The testatrix executed the will on Sep. 
tember 24, 1948 and died on January 3), 
1960. The Trust Agreement between her 
and the bank was a revocable and amen. 
able inter vivos trust, and was amended 
three times (twice before the execution 
of the will, in 1942 and 1948, and one 
after, in 1955). The third amendmey 
was witnessed by only one person instead 
of three as required by the Statute of 
Wills. 

HELD: The “pour over” under Para. 
graph Sixth from estate to trust as it 
existed at the death of the testatrix js 
valid. 

(1) The testatrix intended to add 
property to the trust as it existed at he 
death. There is no solid ground for re. 
fusing to give effect to that intent, which 


existed at the time of execution of the 
will. 


(2) Since there was no doubt as to 
the validity of the amendment of the 
trust, the doctrine of the fact of inde. 
pendent significance was applicable: the 
fact of the existence of the trust was in- 
dependent of the testamentary disposi- 
tion of the estate, and the “pour over" 
should go to the trust existing at the 
death of the testatrix. 


(3) The Court placed emphasis on 
the fact that the trust in question had 
been active and had held substantial as- 
sets since its creation in 1934, and 
seemed to imply that the decision 
might have been otherwise had the trust 
been with nominal or no assets in the 
settlor’s lifetime. 


PoweErRs — Limitations — Exculpe 
tory Provision that Trustee Might 
Take Advice of Counsel Without 
Liability Upheld 


Massachusetts—Supreme Judicial Court 


Dill v. Boston Safe Deposit & Trust Cc., 1961 
A.S. 1141. 


Equity petition in the probate court 
against a trustee by four beneficiaries 
of the trust, claiming that the trustee 
had prematurely distributed part of the 
principal of the trust to one Janet, and 
praying that it be ordered to restore the 
amount to the trust fund. The probate 
judge dismissed the petition and the 
petitioners appealed. 

The trust contained a complicated 
provision for the distribution of income 
to the settlor for life and then to his 
three children for their lives, and then 
principal and income to issue and widows 
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of issues of the settlor’s children. The 
court stated that competent lawyers 
might hold opposite views on ‘the ques- 
tion whether or not the distribution to 
Janet was proper. The trustee consulted 
competent co insel before making the 
distribution and acted on his advice. 


The trust instrument provided that 
the trustee could take the opinion of 
counsel on any question arising under 
it and act in accordance therewith; and 
that the trustee should not be liable for 
the default of any attorney selected with 
reasonable care; but should be liable only 
for its own individual acts or omissions 
in bad faith. 


HELD: Decree affirmed. While excul- 
patory provisions are not specially fav- 
ored by the law, the language in this 
trust was so broad in providing that 
the trustee might rely on the advice of 
counsel that the trustee was entitled 
to protection in acting on it. It was a 
provision that the settlor in his discre- 
tio had a right to insert in connection 
with the distribution of his property. 


The court distinguished between the 
remedy sought in the case and a suit 
to recover from Janet what she might 
have improperly received. 


NOTE: The opinion contains a com- 
prehensive discussion of the law on ex- 
culpatory provisions. 


REVOCATION — Revoked Will not Re- 
vived by Instrument not Subject to 
Probate 


Virginia—Supreme Court of Appeals 


Delly v. Seaboard Citizens National Bank, 120 
S.E, 2d 457. 


Decedent executed a will in 1952. In 
1953 she executed another will in which 
she expressly revoked all prior wills and 
codicils. In 1959 she executed with proper 
will formalities a paper writing which 
she called a codicil. This paper referred 
to the 1952 will, but made no disposition 
of property and directed no act of a 
testamentary nature. Upon her death, 
the lower court admitted the 1953 will 
te probate. A legatee under the 1952 
instrument appealed, contending thai the 
1959 paper was a valid codicil, that it 


revived the decedent’s last will and testa- 
ment. 


HELD: The 1953 instrument probated 
by the lower court was the decedent’s 
last will and testament. Section 64-60 of 
the Virginia Code of 1950 provides that 
a will after being revoked can be re- 
vived only by the re-execution thereof 
or by a codicil executed with will re- 
quirements. The 1959 paper writing 
neither made a disposition of the de- 
tedent’s estate nor provided for an ex- 
ecutor, and it therefore could not be pro- 
bated as a codicil. Hence, it could not 
tevive the 1952 will which had been re- 
Voked by the 1953 will. 
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TAXATION — General — Register’s 
Fee for Settling and Adjusting Ex- 
ecutor’s Account Held to be Tax but 
Constitutional 


Delaware—Supreme Court 
In re Zoller’s Estate, 171 A. 2d 375. 


Upon filing the first account with the 
Register of Wills, the executors of Zol- 
ler’s estate were charged the sum of 
$10,996.02 for the examination, adjust- 
ment and settlement of the account. The 
executors paid the sum under protest 
and appealed to the Orphan’s Court, 
challenging the constitutionality of the 
statute under which the disputed sum 
was charged. The statute, 12 Del. C. 
§ 2522, so far as is here pertinent reads 
as follows: 


“The fees of the Register of Wills in 
Sussex County, for the services specified, 
shall be as follows: ... 

“For adjusting, settling and certifying 
accounts, one per cent of the net personal 
estate, disregarding all disbursements 
made, or to be made, for legacies, bequests 
or distributive shares due to legatees, 
heirs-at-law, or persons otherwise entitled.” 


The Orphans’ Court certified questions 
of law to the Supreme Court, the first 
of which proved to determine the prob- 
lem. That question was whether the 
Register’s fee is a tax and, if so, does it 
comply with the State Constitutional re- 
quirement that all taxes shall be uniform 
upon the same class of subjects within 
the territorial limits of the authority 
levying the tax? 


HELD: The fees provided by the 
statute bear no reasonable relation to 
the work done by the Register of Wills 
and the statute has become in fact a rev- 
enue measure. The charge collected from 
the executors was a tax. The tax, how- 
ever, is in the nature of an estate tax, 
is not a property tax and hence does not 
violate the constitutional requirement 
of uniformity because it is a graduated 
tax. 


On the question of territorial uniform- 
ity, the county is the taxing district and 
so long as the burden of taxes levied 
and collected within the district, to raise 


revenue for the district, is equally and 
fairly borne by all taxpayers within the 
district, the fundamental requirement 
of uniformity is satisfied. The tax is, 
therefore, constitutional. " 


WILLs — Construction — Conditional 
Bequest not Conducive to Murder 
or Divorce 


Pennsylvania—Supreme Court 
Little Estate, 403 Pa. 247, 535 


Testator, a lawyer, gave his residuary 
estate to his executors to hold as a fund 
for memorializing his deceased brother 
and his parents. The executors were di- 
rected to consult a well known philan- 
thropist in the community as to the na- 
ture of the memorials. He directed that 
the money was not to be governed or 
used by social workers. He was survived 
by two sisters and a brother who con- 
tended that the trust failed for indefi- 
niteness and that testator died intestate 
as to his residuary estate. 

The lower court, considering such fac- 
tors as the interest of testator in philan- 
thropy in his lifetime, the tenets of his 
faith, his affection for his brother and 
parents, the testamentary plan for the 
disposition of his estate, the emotional 
tone of the will, the purpcses of the trust 
and the references to the well known 
philanthropist and to the social workers, 
concluded that a valid charitable trust 
was created. 

In another paragraph, the will gave 
$10,000 to his executors to hold for his 
sister for ten years and if at that time 
or during that time she should not need 
it, the fund was to fall into the residue. 
The sister claimed the fund as a dry 
trust. The lower court held that it was 
a valid conditional bequest. 

A cousin who was given $10,000 if he 
survived his wife contended that the gift 
was an invitation to murder or divorce 
and was contrary to the freedom of re- 
ligion and marriages and he _ should 
therefore have the gift without regard to 
the condition. The lower court denied the 
claim. 

HELD: Affirmed. The action of the 
lower court in respect to the residuary 
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trust and the conditional gift to the sis- 
ter was proper. The gift to the cousin 
was contingent on his surviving his wife 
and not upon murder or divorce. A man 
who has testamentary capacity may give 
with such conditions as he pleases pro- 
vided the condition is not clearly illegal. 
The gift here was unquestionably subject 
to a valid condition precedent. 


WILLs — Probate — Letter Designat- | 


ing Executrix could make Docu- 
ment Testamentary 


California—Supreme Court 
Estate of Karkeet, 56 A.C. 268 (July 20, 1961). 


Decedent left the following home made 
document: 
“To Whom it May Concern 
“This is my authorization to Miss 

Leah Selix, 832 Green St., San Fran- 
cisco, California, to act as executrix of 
all and any property and personal ef- 
fects (and bank accounts) to act with- 
out bond or order of court. 

“Signed this 5th day of May 1956 

Peggy E. Karkeet 

“Lisclotte Sherrard 

Witness” 


On petition to determine heirship, Pro- 
bate Court held will evidenced intent to 
give the estate to Leah Selix. District 
Court of Appeal reversed this order (see 
March 1961 issue), holding that the 
quoted document was a mere authoriza- 
tion to act as executrix, and that extrin- 
sic evidence on intent was not admissible. 

HELD: The will furnishes evidence of 
intention to give the estate to Leah Selix 
but the Probate Court committed error 
in refusing offer of extrinsic evidence 
made on behalf of Leah, which if ac- 
cepted and believed would support that 
conclusion. 


Note: Since the offered proof could 
only serve to strengthen a conclusion 
which the court seemed disposed to draw 
from the will itself, it would seem that 
the court might very well have upheld 
the will, thereby affirming the Probate 
Court’s judgment. 


WILLs — Probate — Misunderstand- 
ing of Codicil’s Meaning Not 
Ground for Denying Probate 


Florida—District Court of Appeal, 2nd District 
In re Estate of Mullin, 128 So. 2d 617. 


The attorney for testatrix had pre- 
pared her will leaving small cash be- 
quests to a group of named individuals 
and leaving the residue of the estate in 
trust for a named sister, for life, and 
thereafter to the original group of 
named beneficiaries. Subsequently, the 
sister predeceased testatrix, who called 
the same attorney to her hospital room 
and directed him to eliminate the provi- 
sions of the will relating to the trust for 
her sister. The attorney did so by draw- 
ing a codicil revoking all paragraphs of 
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the will dealing with the trust, thus, in- 
advertently, eliminating the dispositive 
gift over of the residue to the named 
beneficiaries. After testatrix’s death, the 
will and codicil were probated and the 
named residual beneficiaries moved to 
revoke probate of the codicil. The county 
judge denied the petition to revoke. 
HELD: Affirmed. F. S. 731.08, pro- 
vides in part that a will is void if the 





execution thereof is procured by mis 
take. However, that mistake ‘ ‘depends ¢, 
a testator’s opportunity to acquaint him. 
self” with the contents of the will. Ther. 
fore, if, as here, the testatrix actually 
read the codicil, and the mistake Was 
merely a variance between her instru. 
tions and the manner in which the 4. 
torney carried them out, the codicj] ; is 


not invalid. 
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Ancillary Administration e Investment Counsel e Trustee under 
Testamentary and Living Trusts e Title Insurance e Trustee for 
Pension and Profit-Sharing Trusts e Escrow Service « Trustee 
for Land Trusts e Registrar and Transfer Agent for Stock Issues 


Chicago litle and Trust Company 














111 WEST WASHINGTON STREET, CHICAGO 2, ILLINOIS 
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He’s half detective... half designer for your client 


AS YOU LOOK over the thoughtful notes he has 
prepared for your client, you as an attorney 
will find your respect growing for two aspects 
of the Connecticut General man’s work. First, 
there is the digging he’s done for facts and 
figures over a wide range. And then there is 
the carefully constructed outline within which 
they’re all integrated. 

Everything your client owns is listed. Then 
each asset is thoughtfully weighed in terms of 
its ability to assure your client’s future secur- 
ity. And where a suggestion for a more produc- 
tive use is made, it’s carefully explained. 


All the fact-digging has been done by the CG 


man...an important saving of your time. Now 
more rapidly you will be able to give your client 
the full benefit of your analysis and counsel. 


Thoroughly trained and experienced as he is, 
you’ll find the CG man a pleasure to work with. 
And so his first call can be only the beginning of 
many friendly calls that will become increas- 
ingly important and helpful to you and to your 
client in the years to come. 


Connecticut General Life Insurance Company, 
Hartford 


Life... Accident... Health... Pension Trusts 
Group Insurance... Pension Plans... Annuities 


CONNECTICUT GENERAL @@ss5 





